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DIGEST OF TESTIMONY 
Summary and page-by-page digest 
AUTOMOBILE MARKETING PRACTICES 


A digest of hearings pursuant to Senate Resolution 13, continued 
by Senate Resolution 163, 84th Congress: Resolutions to investigate 
certain problems relating to interstate and foreign commerce, part I, 
84th Congress, 2d session, Senate Committee on Interstate and For- 
eign Commerce, January 19 through March 10, 1956. 


THurspay, JANUARY 19, 1956 
George Romney, president, American Motors Corp. 


SUMMARY 


Bootleg sales of new automobiles and encouragement of nonfran- 
chised “fringe dealers” have so deteriorated the traditional intimate 
and interdependent relations between manufacturer and dealer as to 
seriously harass the automobile industry, according to Mr. Romney. 

Factory overproduction coupled with dealer cupidity are credited 
as root causes of bootlegging. Mr. Romney acknowledges that this 
form of business has reached present proportions with full knowledge 
of the manufacturers, and to some extent with their encouragement. 
The result has so contaminated the stream of business as to strike at 
the very heart of manufacturer-dealer relations. Need for its correc- 
tion and need for measures to prevent development of other difficul- 
ties are now so evident that the industry must undertake a cleaning 
from within. This, he believes, can be achieved best without inter- 
vention of Federal or State legislation. 

American Motors proposes to meet this, as well as other related 
problems, by creating a democratically elected dealer advisory board 
wherein dealer needs and opinions may be voiced. Plans were also 
announced for a joint company-dealer appeal board with.approxi- 
mately equal representation of dealers and the manufacturer. The 
two bodies are expected to permit the manufacturer as well as the 
dealer to be aware of dealer thinking, dealer problems, and dealer- 
customer reactions to the company’s products, policies, and programs. 
The joint appeal board would consider dealer franchises and their 
continuation or termination, allocation of freight charges, control of 
advertising and allocation of national advertising costs, and other 
contractual and marketing policies. 

The desire for satisfactory profit levels is recognized by the dealers 
as well as by the manufacturers. To further this principle, American 
Motors has conducted a form of bonus payment to dealers known as 
the dealer volume investment fund. This encourages “competitive- 
cooperative-consumerism” by increasing the dealer’s capital, adding to 
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his stability, making possible the maintenance of better facilities, and 
supporting a higher status in the community. 

uch company actions, combined with the discipline inherent in com- 
petition, support Mr. Romney’s conviction that the industry will vol- 
untarily undertake to straighten its merchandising affairs without 
Government intervention. 


PAGE-BY-PAGE DIGEST 

Page 8 

George Romney, president, American Motors Corp., testified: The 
present factory-dealer program is typical of the American automotive 
industry. It rests upon a system described by Mr. Romney as “com- 
petitive cooperative consumerism,” which he felt was a more descrip- 
tive term than “free enterprise.” A characteristic of this system is 
that final authority rests with the consumer. 
Page 9 

Manufacturing-dealership relations are unique in that they are 
distinct from one another, but at the same time interdependent and 
intimate. Sale of a car to a consumer is the beginning of the rela- 
tionship, which also includes lifetime availability of repair parts, 
accessories, and used-car trade-in possibilities. 'These added responsi- 
bilities involve dealer contributions comparable to those of the manu- 
facturer. 


Page 10 

Factory-dealer mutual interests, being superior to their individual 
and separate interests, make sespunelbility for the exercise of termi- 
nation, or franchise cancellation mutually essential. 


Page 11 


A reappraisal of automotive merchandising methods is called for 
because of the economic losses incident to their deterioration. 


Pages 12-13 
Automotive manufacturers and dealers have a mutuality of eco- 


nomic interest which demands joint efforts toward reestablishment of 
sound, honest, marketing practices. 


Page 14 
The bootleg process jeopardizes the car dealer’s ability to meet 


essential consumer needs, and causes the manufacturer to suffer from 
loss of consumer confidence. 


Page 16 


Dealer councils with membership elected wholly by the dealers, 
have effectively maintaimed open and frank manufacturer-dealer re- 
lations. These councils are devoted to the principle of maintaining 
satisfactory profit levels for dealers as well as for manufacturers, 


Page 20 
Open discussion, follewed by distribution of a summary of the 
dealer council proceedings, has helped keep the manufacturer aware 


of dealer thinking, dealer problems, and dealer-customer reactions to 
the manufacturer’s products, policies, and program. 
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Page 21 

A joint company-dealer appeal board, with membership limited 
to approximately equal representation of dealers and the manufac- 
turer, is more responsive to dealer interests than is one in which 
representatives of Government are included. 

Difficulties arising from misleading competitive advertising have 
caused American Motors to retain by contract the right to review and 
approve all dealers’ local advertising copy. 


Page 22 


Example: $300 cash for Christmas offered with purchase of each 
new car. 


Page 23 


The manufacturing companies assemble new-car stock figures from 
their franchised dealers, to the exclusion of data which may be avail- 
able from unfranchised, “gravel-lot,” “bootleg” dealers. The re- 
sulting figures have been so inadequate as to lead to overproduction 
of cars. To offset this, Aneadau aaa since August 1955, has set 
schedules below actual dealer projections. Admittedly, this exercise 
of factory judgment ana decision was based on data other than that 
received from franchised dealers. 

Pages 23-24 

Relationship between the market and the dealers provides a basis 
for the franchised-dealer pattern. “Where the goal of volume and 
industry position have become dominant considerations, * * * produc- 
tion at levels beyond the capacity of franchised dealers to handle on a 
sound marketing basis is bound, sooner or later, to break down any 
system of relating the dealer to his market.” 

Bootlegging is the result of factory overproduction coupled with 
dealer cupidity, but to reach proportions experienced during recent 
years indicates “a departure from previous practice of related dealer 
sales projections and orders with production.’ 

Pressures and incentives for new-car sales through nonfranchised 
channels are inconsistent with efforts to maintain an adequate market- 
ing territory such as will permit a dealer to meet his contract obliga- 
tions. They strike at the very heart of the factory-dealer relation- 
ship which is based on mutuality of interest. The nonfranchised 
dealer avoids the expense of tes facilities and services necessary 
to “maintain the good name of product, company, and its affiliated 
dealers.” 

“Overproduction, bootlegging, and high-pressure selling disrupt the 
market * * * for dealers of the factory involved [and] * * * also 
disrupt the market for competitors and their dealers.” 

Page 25 

The antiloading law of Oklahoma is an example of State legislation 
designed to stop stimulating practices in which a factory presses deal- 
ers to accept more cars than can be sold in their territory. 

Page 26 

Such legislation is not effective. Sales of new cars by franchised 
dealers for resale by nonfranchised dealers can not “possibly happen to 
the degree it has been happening without company knowledge. 
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Page 27 


Sale of new cars by nonfranchised dealers has reached such a séale 
as to be difficult to police. 


Page 29 

Were bootlegging to result in establishment of auto supermarkets it 
would destroy the Sanit upon which the auto industry has been built, 
viz., a system of representative dealers with facilities adequate‘ to 
provide the consumer with complete and continuous service. 


Page 30 


Inclusion of a penalty clause enabling a factory to cancel the fran- 
chise of a dealer who engages in bootlegging would give the manu- 
facturer such a power as might inflict economic death upon the dealer. 
Mr. Romney did not endorse it. 


Page 31 

Declaring that illegitimate channels through which bootlegging is 
practiced are easily apparent to the manufacturer, Mr. Romney ex- 
pressed hope “that the industry will, itself, take the voluntary means 
to straighten this thing out.’ 


Page 32 


Bootlegging is the genesis of a self-stimulating cycle of bad dealer 
ractices that contaminates the entire stream of automobile distri- 
ution. 


Page 33 


Despite expectations of greater national income, rise in population, 
and other evidences of growth, Mr. Romney prophecied that in 1956 
the industry will begin “to pay the price of bootlegging, price packs, 
finance packs, misleading eae absurd * * * and indefensible 
credit, overproduction,” all of which have too greatly stimulated the 
sale of cars during 1955. 


Page 35 


“If a commodity loses the discipline of competition it exposes itself 
to the discipline of absolute authority, * * * private or public.” Mr. 
Romney made this statement in support of continued competition 
among several strong automobile manufacturing companies. 

Freedom can be preserved, he said, only as men exercise self- 
restraint in terms of enlightened selfishness. 


Page 36 

Seasonal and cyclical fluctuations, such as heavy spring sales are 
constant difficulties of the auto industry. 
Page 37 


Long extended credit not only limits but actually restricts the sale 
of new cars. A heavy debt on the old car can force the consumer to 
postpone purchase of a new one. 


Page 39 

Development of policies and programs capable of avoiding fluctua- 
tions in car sales, production, and employment are so emal as to 
challenge the companies and force them to consider and analyze every 
proposal, 
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Good business and equity demand that those who contribute to mar- 
ket growth shall share in the financial benefits. 


Pages 40-41 

A policy of giving bonus payments to dealers, identified by Ameri- 
can Motors as a dealer volume investment fund, is being developed in 
the expectation that dealers will use the money to’provide increased 
capital, give better facilities, and otherwise improve their status in 
the community. This program, together with recent, company ad- 
ministrative changes, convinces Mr. Romney that the factory can 
profit from dealer advice and council, even in its own area of respon- 
sibility. 
Pages 42-43 

An effective dealer council must be “a free, democratically selected 
and operated organization.” It must voice dealer needs and opinions. 
Such a proposal was made in April 1938, by Alfred P. Sloan, of 
General Motors, whose contributions to the industry “place him in the 
category of Mr. Ford.” 
Page 45 

The automotive industry is described as “competitive cooperative.” 
“Cooperation has played [a great part] in this industry, and under the 
policy [of] what is good for the industry * * * is good for the Na- 
tion, cooperation has played as big a part in building this industry as 
competition.” 
Page 46 

American Motors’ “cooperative quality dealer program” contem- 
plated creation of an impartial unprejudiced board of final review 
with dealer representation, whose duties will include consideration of 
cases involving franchise termination. The company solicits or- 
ganized dealer cooperation toward revising contractual relations and 
marketing policies. 


Page 48 

Following appropriate consultation with his associates, and as a 
result of the preceding discussions, Mr. Romney announced the Ameri- 
can Motors’ dealer council will henceforth be known as the dealer 
advisory board, as suggested by Senator Monroney. 


Page 57 
In 1940 Alfred P. Sloan envisioned a dealer council which Mr. 
Romney characterized as “an advance over anything that had occurred 
reviously,” but “inadequate to meet the current situation.” This, 
e said, explains the recent move of American Motors. 


Pages 60-61 

References to freight, in the manufacturers-dealer contracts are too 
little understood by the dealers, and concern over possible cancellation 
of dealer franchises has been exaggerated. 
Pages 62-63 

Without proposing a definite length of franchise or period of ter- 
mination notice, Mr. Romney expressed vigorous support of the “op- 
portunity to cancel on the part of the leader and the manufacturer.” 
Such action would be complicated by laws in 14 States, several of 
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which give final authority to State officials. The result, he said, is 
that the industry is “already in the position where we are half volun- 
tary and half subject to political intervention.” 

overnment control, and supervision and administration of private 
contractual relationships in business, strikes at the cornerstone of the 
business structure. 
Page 64 

Current marketing practices of the automotive industry represent a 
fundamental problem involving the interest of dealers, customers, and 
the future of the industry. 

Approximately 65 percent of all dealers who answered a committee 
questionnaire had held their franchise during the previous 20 years, 
23 percent had held 2 franchises, 7.5 percent had held 3 franchises, 
ind only 4 percent had held more than 3 franchises during that period. 


Page 67 
The proportion of the cost of national advertising allotted to each 


car, or to each dealer, is a question of such general concern that Ameri- 
can Motors plans to refer it to the dealer advisory board. 


Page 69 


National advertising costs are covered in part by the dealer coopera- 
tive fund. Car sale receipts are a source of this fund, and advertisin 
expenditures so closely parallel car sales that the advertising budget of 
a given year is covered by funds collected during that year. 

reight, whether incoming or outgoing, is described as “phantom” 
freight. This is part of the pricing process, as developed in the auto- 
mobile industry. It includes the cost of delivering the finished prod- 
uct, regardless of whether by rail or truck. 


Page 71 

The Ford Co. is cited as one which limits the freight charge to a 
maximum amount, regardless of the assembly plant’s location. In 
such cases, the company is described as taking any saving in freight 
due to location, saad spreading it over cars ata in the valueas of the 
country. ‘This serves to maintain a basic income level for the business. 


Page 72 


Complete freight equalization, such as has been adopted by the ap- 
pliance industry, means that “the customer next door to the factory 
is helping to pay the freight on the product to the person out on the 
west coast.” 


Page 73 


Were phantom freight, as now understood, eliminated, the necessity 
of maintaining the existing price structure, would require the company 
to resort to a plan of freight equalization. This would spread the 
costs. It would increase them in some sections of the country in order 
to reduce them elsewhere. The net result would be that many cus- 
tomers would pay more freight than they should be charged and others 
would pay less. 

Such a plan might apply in all but seven Western States where an 
artificial ceiling imposed by the industry serves to modify the price. 
impact of the equalization practice. 
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Page 74 
Phantom freight is possible of elimination over a long period, but its 


immediate elimination would create difficulties in the pricing and sale 
of cars. 


Page 76 


Any promise that eliminating phantom freight will reduce the cus- 
tomer’s car price is unreal. 


Page 77 


American Motors sponsors a magazine designed to stimulate sales, 
but exerts no pressure upon dealers for its acceptance. 


Page 78 


Promotional materials, such as banners, the magazine, et cetera, 
are not moneymaking projects. Dealers are not threatened with 
possible economic reprisal should they fail to purchase them. 

American Motors suggests the supplier from whom dealers may 
purchase seat covers. The company bills the dealer for them as for 
other accessories and parts, but does not compel a dealer to maintain 
any certain number of seat covers. 


Page 79 

American Motors policy discourages company officials from main- 
taining financial interest in dealerships. The same is true of com- 
pany officials’ relations with supplier companies. 
Page 88 


Mr. Romney described the virtues of the small car, and outlined 
the following proposais for better sales: (1) Change marketing prac- 
tices; (2) modify the illusion that size is a major desirability; and 
(3) do a better job of telling the public preparatory to selling the 
product. 

Fray, JANuARY 20, 1956 


Frederick J. Bell, rear admiral, United States Navy (retired), 
executive vice president, National Automobile Dealers’ Association 


SUMMARY 


Federal legislation could give franchised dealers greater inde- 
pendence and at the same time protect them aaginst competition in 
the new-car market from unfranchised dealers. Chief among prac- 
tices which the National Automobile Dealers’ Association would 
eliminate are bootlegging and phantom freight. To this end, it ap- 
proves measures designed to restrict the sales and services areas allo- 
cated to individual dealers. These were among deficiencies in the 
automobile sales pattern which were singled out for consideration 
by the Federal Trade Commission in 1939. Since then no followup 
legislation has been enacted. 

The Department of Justice has refrained from initiating test cases, 
and the manufacturers have declined to participate in hearings on 
related legislation. 

Dealers are confronted with delayed sales following extension of 
long-term, unsound credit. Also, the manufacturers’ policy of forcing 
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dealers to accept sight drafts coincident with shipment of the ears, 
burdens the dealers with an unfair portion of the costs while the cars 
are en route from the point of assembly to that of delivery. These 
are described as undesirable features of overproduction and of the 
manufacturers’ high-pressure sales programs. 

Voluntary correction of these and other difficulties are believed pos- 
sible only when the executives of the Studebaker-Packard, Chrysler, 
Ford, and General Motors corporations join with the American Motors 
Corp. in support of a manufacturer-dealer philosophy comparable to 
that described by Mr. Romney. Meanwhile, advantages toward better 
manufacture-dealer relations might be gained were each manufacturer 
to create an office of vice president in charge of dealer relations. 


PAGE-BY-PAGE DIGEST 

Page 93 

Bootlegging, phantom freight, and exclusive areas of sales ana 
service responsibility, have long been under consideration by dealers 
that they may attain such independence as will create a healthy work- 
ing climate, within which automobile manufacturers and their dealers 
may operate in the public interest. These pleadings have been so 
generally disregarded that the NADA has encouraged the introduction 
of suitable bills in both Houses of the Congress. 
Page 94 

Mr. Romney’s reference to long-overdue changes in the working rela- 
tionship between factory and dealers, and his eight-point dealer 
program, was praised. Adoption of the eight-point program, how- 
ever, would relieve neither Mr. Romney, nor the American Motors 
Corp., of any rightful responsibility. It would permit the men respon- 
sible for ultimate delivery of the company’s products to participate 
in discussions which might lead to policy decisions affecting the 
operation of the corporation. 
Page 95 

The despotic relationship of automobile manufacturers to their 
dealers demands Federal action. Only when the chief executives of 
the Studebaker- Packard, Chrysler, Ford, and General Motors corpora- 


tions join American Motors in support of a factory-dealer philosophy, 
will a voluntary solution be possible. 


Page 96 


Unsuccessful efforts to implement recommendations for elimination 
of phantom freight, which the Federal Trade Commission issued in 
1939, are reviewed. 


Page 97 

Phantom freight charges applied on the west coast differ from those 
affecting the remainder of the United States. 
Page 98 


Phantom freight on inbound shipments presents assembly difficul- 
ties more complex and less apparent than when applied to outbound 
shipments. More than $200 million in phantom freight charges were 
paid to the automobile manufacturers in 1955. 
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Page 99 
Manufacturers demonstrated no interest in NADA data revealing 


serial numbers of new automobiles which had been found in bootleg 
channels. 


Page 100 


The antibootlegging clause and one assigning a definite area of sales 
responsibility, were removed from dealer franchises in 1948. Refer- 
ence was made to a pending suit in which a bootleg dealer charges a 
manufacturer infringed upon the dealer’s rights when he collected 
registration data with which to trace the sales progress of a car. 


Page 101 


Manufacturers modified their contracts as noted above, as a result 
of views expressed by Attorney General McGrath. The action, how- 
ever, was taken without clear-cut definition by the Justice Depart- 
ment, and without enactment of a law. 

Admiral Bell agrees with Mr. Romney that the causes of bootleg- 
ging include the dealers’ desire for quick, easy profit (cupidity), as 
well as factory pressure resulting from overproduction. 


Page 102 
Assertions are made that manufacturers’ tacit encouragement of 
bootleggers too frequently drives legitimate franchised dealers to 


adopt similar practices. Comparison is made to manufacturers who 
condemn in public a sin that they enjoy in private. 


Page 105 
Sales agreements are quoted as evidence of dealer captivity. 
Page 108 


No manufacturer testified in support of recently proposed legisla- 
tion to control bootlegging. 


Page 109 


Admiral Bell cites the Federal Trade Commission as having pub- 
licly opposed the NADA antibootlegging bill. 


Page 110 


Assertion is made that the Department of Justice declined to follow 
NADA’s request to initiate a test case against bootlegging activities. 

NADA includes recommendations of a prescribed geographical 
area of sales responsibility for each tremchined dealer in its support of 
antibootlegging legislation. 
Page 112 

NADA’s program includes proposals of legislation dealing with 
bootlegging, phantom freight, territory allocation, and the inequitable 
relationship between manufacturer and dealer. All of this, however, 
can be accomplished without legislation if the manufacturers will 
establish the basis for mutual faith between them and the dealers. 


Page 113 


Admiral Bell admitted, in response to questions by the chairman 
that factory pressures, favoritism in the distribution of cars, and fac- 
tory policy regarding freight charges, contribute to bootlegging, and 
without them, bootlegging would not exist. 
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Page 114 


Unsound installment credit contributes to dealer difficulties, 
threatens to slow down sales during following years, and adds to the 
burdens of repossession. 


Page 115 


Walter Cooper, chairman of the NADA national affairs committee 
testified to the burdens accompanying early shift of financial responsi- 
bility for cars from manufacturer to dealer. The dealer is required 
to accept a sight draft for cars immediately upon shipment from the 
point of assembly, with result that he is burdened with interest costs 
during the period of shipment. 

Page 119 


Dr. Kirks, legislative counsel for NADA commented favorably on 
H. R. 5947, describing it as a mandatory antibootlegging bill that 
would repose responsibility upon the factory. 


Page 120 


NADA would welcome a solution other than by means of Federal 
law. 


Page 121 


Admiral Bell voiced agreement with Senator Monroney’s antiboot- 
legging suggestion that all cars, upon leaving the factory be required 
to bear a windshield sticker carrying the dealer’s name to whom it is 
consigned, with space on which to show the successive chain of owner- 
ship, means of transportation, et al., pending disposal to the consumer. 


Page 123 


The merits of a vice president for dealer relations, as suggested by 
Mr. Romney, were extolled and detailed. Admiral Bell suggested 
that this officer, who would serve as the dealers’ voice, should work 
closely with the vice president for sales. 

Page 125 

Dealer councils, as presently constituted, are described as captive 
organizations, generally a window dressing and a social function. 
Some are dealer elected, but others consist of members appointed by 
the factory. 


Monpay, JANUARY 23, 1956 


Paul E. Herzog, Research Division, National Automobile Dealers 
Association 


SUMMARY 


Speaking for the National Automobile Dealers Association, Mr. 
Herzog opposed phantom freight as customarily charged to automo- 
bile dealers by manufacturers. The net effect is that dealers, and 
eventually consumers, pay approximately $200 million each year above 
actual freight costs — by the manufacturers. Inclusion of ‘similar 
payments to cover shipments by truck, raises the total to about $280 


million. In general, the burden is discriminatory, being relatively 
high for dealers in close proximity to the Detroit area, while adjust- 
ments are in the nature of a subsidy for more remote dealers. 








DIGEST OF TESTIMONY 1k 


The practice began when most automobile production was centered 
in the Detroit area, and continues despite industry expansions. Some 
60 percent of automobiles are now produced outside the Detroit area. 

Beginning with a critical study by the Federal Trade Commission 
in 1938, phantom freight has been opposed by the NADA. More re- 
cently its discontinuance has been acquiesced by Studebaker, Chrys- 
ler, Nash, and Packard administrative officials. Were the change ef- 
fected, Mr. Herzog believes, long overdue adjustments in the manu- 
facturers’ pricing systems would follow. These could simplify and 
make more efficient the distribution of cars. The relatively small, in- 
dependent automobile manufacturers would probably receive the 
greatest benefits. Such adjustments in unit prices as might follow 
would not reduce legitimate and necessary profits, but ultimate con- 
sumer benefits would be small. 

Elimination of phantom freight charges is complicated by the con- 
tinued use of rail freight rates on completed car units as the basis 
for assessing transportation costs. In actuality, approximately 80 
percent of all cars are now transported from factory to dealer by 
trucks, and as much as 57 percent of the component parts of automo- 
biles are transported to a central point of assembly at less than car- 
unit costs. Hidden benefits which Soca accrued from such savings are 
credited with having encouraged General Motors, since World War 
II, to build 7 new assembly plants, of which all but 1 are outside Michi- 
gan. During the same period, Ford had started 11 similar plants, 
with only 2 in the State. Only Nash and Chrysler were named as cus- 
tomarily charging the dealer according to the actual manner of ship- 
ment. Prices of their cars may reflect a lower water rate in summer. 


and higher rates in winter due to the greater use of trucks or rail 
carriers. 


PAGE-BY-PAGE DIGEST 
Page 130 


In 1954, the average per ton cost of shipping an assembled automo- 
bile was $49.82, while that of shipping the component parts was $23.15. 
The difference of $26.67 per ton, plus the difference between the actual 
freight rate and that based on the Detroit area, help constitute what 
is known as phantom freight. Its existence continued although more 
than 60 percent of automobile production in the United States is out- 
side the Detroit area. 


Page 131 


Phantom freight collected by manufacturers during 1955 is figured 
at $214,400,000. This supports Admiral Bell’s estimate as “exceeding 
$200 million.” 

Pages 131-137 


Statements regarding phantom freight are supported by charts and 
tables. 


Pages 138, 139 


Approximately 45 percent of the component parts of Fords as- 
sembled in California, and about 57 percent of Chevrolet parts simi- 
larly assembled, came from sources within the State of California 
during October 1, 1949, to September 30, 1950. 


95502—57——_2 
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Page 141 
Estimate of $200 million paid for phantom freight, as based on rail 
rates, might be less were the trucking rate used. 


Page 142 

Phantom freight charged by General Motors and Ford is credited 
as having materially helped to pay for 7 new General Motors assembly 
plants, and 11 new Ford seeuliie plants built since the end of World 
War LI, of which all but 3 are outside of Michigan. 


Page 143 
Approximately 13 percent of automobile shipments are by rail, 80 
percent by truck, and the balance by water. 


Page 144 
The dealer has no way of determining whether cars designated for 
delivery will be transported by common carrier or by contract. 


Page 146 
Freight rates on Fords are based on the rate for a 4-door sedan, 
averaging 3,345 pounds. The accepted for Chevrolets varies. 


Page 149 

Freight rates as published are normally on a minimum-weight basis. 
If this 12,000 pounds, and 4 cars can be loaded within that weight, 
“that is the rate it moves on.” 


Page 153 

Summary of data and subsequent discussion indicates that actual 
freight costs of deliveries range from $0.16 to $67.16 per car below 
the ‘freight charges assessed by the manufacturers. All dealers are 
required to pay delivery charge of at least $5 per car. 


Page 154 

Evidence submitted shows that phantom freight charges have been 
subject to question since 1938 or earlier. This custom, under which 
the manufacturers receive from the dealers an amount in excess of 
actual freight costs, has become an accepted part of the manufactur- 
er’s pricing system, and is considered by them a necessary source of 
revenue. The witness contends that this is a misleading, deceptive, 
imaginary, and nonexistent transportation cost. 


Page 155 
The NADA believes the best interests of the public will be served 
by discontinuance of the practice of charging phantom freight. 


Page 156 

Elimination of phantom freight would result in long-overdue ad- 
justments in the manufacturers’ pricing system, in Wich the price of 
the units would be adjusted so as not to lose what the manufacturers 
consider to be necessary profits. Some benefits might accrue to the 
consumer, but they would be chiefly to the independent or smaller 
plants. 
Page 158 

Executives of Studebaker, Chrysler, Nash, and Packard offered no 
opposition to NADA’s proposal to work for the elimination of phan- 
tom freight costs. 
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Page 159 
Freight rates in terms of component parts are so diverse and com- 
plicated as to discourage efforts to secure a satisfactory breakdown. 


Page 160 


Evidence supports the estimated phantom freight cost of $200 mil- 
lion a year as a conservative figure. 


Page 161 


Phantom freight applies also to trucks, and inclusion of them 
brings the total annual bill to $280 million. 


Page 162 


The witness approves phantom freight removal as a move in the 
direction of less complicated and more efficient car distribution. 


Page 164 


Most other industries add freight as paid on various component 
parts, to the cost of production, with the result that it is a part of the 
price of the commodity. 


Page 165 

The dealer customarily pays freight in terms of the rail rate, regard- 
less of whether cars are delivered by barge, truckaway, rail, or a 
combination of 2 or 3. a in comparison to the accepted rail 
freight rate, are not reflected in dealer costs. 
Page 166 

Chrysler and Nash vehicle prices reflect a lower water rate in the 
summertime and a higher truck or rail rate in the winter, indicating 
the application of less phantom freight than by other manufacturers. 


Page 168 


Data in chart 4 shows phantom freight in reverse. The figures 
reveal actual freight costs on Chevrolet and Buick cars shipped by 
rail from Detroit to points in California and Missouri. These ex- 
ceeded the dealers’ payments by $152.23 to $179.04. Similarly, in the 
vase of a Dodge car shipped from Detroit to Los Angeles, the dealer’s 
cost for freight was $102.61 less than the amount paid by the 
manufacturer. 


‘Turspay, Fesruary 21, 1956 
Carl E. Fribley, president, National Automobile Dealers Association 


SUMMARY 


Better factory-dealer relations were described as a basic objective 
of NADA. When achieved they would go far to improve and correct 
the current difficulties in automobile marketing practices. This can 
be done, in the belief of Mr. Fribley, by the industry and within its 
own structure, without Government controls or regulation. A satis- 
factory move toward free, frank, and open discussion so much desired 
by dealers, and continuity of factory policy, would be accomplished 
were each of the several manufacturers to create an office of vice presi- 
dent in charge of dealer relations. The duties of the occupant of 
such an office should have no relationship to, or any responsibility for 
fulfillment of sales quotas. 
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Mr. Fribley recommended that new selling agreements be drafted 
with the inclusion of clauses providing for the elimination of phantom 
freight payments, for the resumption of definite assignments of re- 
sponsibility for the manufacturers as well as for the dealers, including 
ae to protect the dealer’s area of service responsibility, and 

or a cleanup of deceptive and misleading advertising. 


PAGE-BY-PAGE DIGEST 
Page 171 


Recent rapid deterioration of factory-dealer relations explains why 
86.8 percent of dealers whom the witness described as “rugged indi- 
vidualists,” answered “yes” to the committee’s question concerning 
“the need for a congressional study of Federal legislation,” as applied 
to automobile marketing practices. Of significance, also, is the opin- 
ion of 60.4 percent of the answering dealers that bootlegging is “seri- 
ously detrimental” to the industry. 


Page 172 


A written commitment by the manufacturer would go far to 
control bootlegging. Failing to attain this, legislation becomes the 
other alternative. Meanwhile, phantom freight is so tied to the exist- 
ing freight differentials, that bootleggers are encouraged to acquire 
cars from low freight rate areas such as surround Detroit, and trans- 
port them for sale to distant parts of the country. Prior to 1949, 
selling agreements customarily carried a “territory security” clause 
authorizing a penalty against any dealer who sold within another 
dealer’s “area of service responsibility.” 

Page 173 


“Elimination of this clause started the deterioration of factory- 
dealer relationships in many areas. At the present time, therefore, 
assigned areas of service responsibility do not exist.” As a result of 
statements by the Attorney General in 1950, the factories no longer 
write clauses assigning a definite area of service responsibility. 

Mr. Fribley concludes that legislation permitting the assignment of 
specific areas of responsibility would “emphasize the requirement that 
a dealer must accept a responsibility to render service to his custom- 
ers.” Thereafter, he repeated the statement of dealer desires as made 
at the NADA convention by Admiral Bell. 

Page 174 

The witness recommends the drafting of a new selling agreement 
with more definite assignment of the responsibilities and obligations 
of manufacturers and dealers. 

The automobile dealers, as represented by the NADA want no Gov- 
ernment controls, no Government regulations, and in the preparation 
of franchises they wish no participation by Government. By its own 
efforts, the NADA would clean up deceptive and misleading adver- 
tising. 

Pages 175-176 


Milton Ratner, former Ford dealer in Chicago, was called at this 
point and testified that Bright Motors Co., of Chicago is a subsidiary 


of Ford Motor Co., being owned by Dealer Poa Corp., a divi- 
sion of Ford Motor Co. Bright Motors is 1 o 


6 or 7 authorized 
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dealers in the Chicago area which serve as stimulators of automobile 
sales. 
Page 177 

The witness described questionable methods used by “stimulator” 
dealers to achieve large sales records. Ford replaced the manage- 
ment at Bright Motors several times within a relatively short period. 
As a result, more cars were sold, but the facilities for servicing cars 
were not adequate to satisfactorily service the volume of cars sold. 


Page 178 


Cooperative advertising for sales promotion, as conducted by Ford 
Motor Co. and its dealers, is financed by dealer contributions of $35 
or more for each car sold: $5 to the sales-promotion fund, $10 to $20 
for Chicago district advertising, and $10 for national advertising. 
Mr. Ratner stated that advertising prepared by the factory was pres- 
tige advertising and there has been no quarrel with it. Phony ad- 
ne prepared by dealers to attract gullible buyers, of which 
Bright Motors’ offer of $300 cash with each new car is an example, 
-could be controlled by the zone managers of the Ford Motor Co. 


Page 180 
Mr. Fribley resumed his testimony: Insofar as sales practices in- 


vade the field of automobile servicing they endanger the lives of mil- 
lions of people, and the safety and defense of the country. 


Page 181 

The attitude of the GM Dealer Council may be improving, but 
generally speaking free, frank, and open discussions have not been 
a characteristic. 
Page 182 


Refusal on the part of more than 25 percent of the dealers to sign 
the committee questionnaire is evidence of their fear lest participa- 
tion in dealer councils, or in any other form of open discussion of sales 
policies and methods, may be interpreted as an act of disloyalty, and a 
basis on which the factory may cancel their franchise. 

Page 183 

Assuming the creation of a more satisfactory climate within the 
dealer relations council, Mr. Fribley expressed doubts as to their con- 
tinuity. He fears that sudden reversals of manufacturer policy would 
continue. One approach toward continuity of a policy of dealer rela- 
tions, and encouragement of free, frank, and open discussion by 
dealers, might be creation by the manufacturer of an office of vice 
president in charge of dealer relations. The occupant of such an 
office should be free from any sales quotas. 


Page 184 
The goal of NADA is to attain a more equitable factory-dealer 


relationship in accordance with the four-way Rotary Club test. 
Turspay, Fesruary 21, 1956 


James P. Mayo, general manager and treasurer of James P. Mayo, 
Inc., Nashua, N. H., formerly a franchised dealer of Pontiac motor 
division of General Motors Corp. 
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SUMMARY 


Lack of a legal and dependable contract with the factory, and the 
imposition of pressures forcing conformity with disagreeable and 
confining regulations caused Mr. Mayo and his son to conclude that 
the business of retailing automobiles as presently conducted has no 
reasonable future. His statements are supported with copies of cor- 
respondence and with notes from his diary. They are submitted as 
evidence of unsatisfactory relations between the automobile manufac- 
turer and his dealers, and as justification for having left the business 
after 20 years as a successful Pontiac dealer. 

Starting with $2,700 in 1934, Mr. Mayo built a prosperous business 
in Nashua, N. H., but was forced to give it up in 1955 under terms 
which he described as comparable with those of a bankrupt sale. This 
occurred because of his unwillingness to conform with company polli- 
cies concerning the making and financing of car sales and because of 
his repeated criticism of such policies at zone and regional meetings. 
Moreover, he was reminded that the business of selling automobiles is 
“still a horse-trading endeavor.” 

The only General Motors official detailed to handle dealer relation- 
ships according to Mr. Mayo, was Vice President W. F. Hufstader. 

Criticism was directed against an advertising fund to which each 
dealer is required to pay $25 on each car sold. The dealer has no 
control over the use of this fund, receives no interest on the unpaid 
balance, and surrenders all possibility of having any portion returned 
to him in the event he gives up his franchise. 

To correct the situation he recommends provisions for territorial 
security and control over local advertising of competing dealers. He 
believes this can be provided in a legal and dependable contract be- 
tween the dealer and manufacturer. Such changes have been recom- 
mended since the early 1930's, but the industry has made no tangible 
efforts toward their fulfillment. The increase in automobile boot- 
legging and lack of dealer stability demands all possible means of 
improving factory-dealer relationships. 

Mr. Mayo believes the dealers’ position would be strengthened were 
they to undertake united research projects on retail methods, and on 
the design and manufacture of more effective machinery and tools for 
servicing and repairing cars. 


PAGE-BY-PAGE DIGEST 
Page 184 
After 35 years with the automobile business, Mr. Mayo reports that 
he voluntarily gave up his Pontiac franchise on December 15, 1955. 
He has permanently left the automobile business. 
Page 185 


Without a reasonably dependable legal contract as between the 
dealer and the manufacturer, Mr. Mayo believes there is no future for 
a businessman in the retail sale of automobiles. 


Page 186 
Financial pressures, incident to the depression a following 1932, 
caused General Motors to encourage many of their dealers to accept 


multiple-franchise contracts restricted to General Motors cars. These 
permitted the company to maintain dealers in some communities where 
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otherwise all would have gone broke. With the return of more active 
business, dealers with multiple-franchise contracts were required to 
reduce to a single division of General Motors. 


Page 187 
Mr. Mayo started in the retail automobile business in 1934 with 


the help of a Nashua, N. H., bank. He only had $2,700 of his own, 
so the remainder was financed by the bank. 


Page 188 


Financial difficulties during the following years were so great, and 
the difficulties of fulfilling the contracts involved such hazards, that 
many dealers, including Mr. Mayo, requested the Federal Trade Com- 
mission to investigate the business. Dealer problems which made this 
necessary are revealed in correspondence between Mr. Mayo and 
Alfred P. Sloan, Jr. This occurred prior to the 1938 Automobile 
Dealers Convention held in Detroit, when Mr. Sloan made a mem- 
orable address. 


Pages 188-192 


Correspondence, dated from June 9, 1938, to November 1, 1949, be- 
tween Mr. Sloan and his successor, and Mr. Mayo, discussed current 
problems of marketing automobiles. Federal regulations are not 
desired by either the manufacturers or the dealers, but without them 
Mr. Mayo believes the dealers can expect no improvement in their 
relations with the manufacturers. He thinks action to attain this 
independence is imperative. 

Legitimate profits on sales of new cars and used cars should be inde- 
pendent of and above any profits or expected income to be derived 
from services that will later be performed on the cars sold by the 
dealer. 


Page 193 


As of November 1, 1948, and currently, Mr. W. F. Hufstader was 
identified as vice president of General Motors Corp. in charge of dis- 
tribution, and “the only one in charge of dealer relationships.” 
Pages 194-197 

General Motors domination, and failure on the part of Pontiac 
motor division to maintain dealer confidence during 1945-48, is de- 
scribed in detail. 

Page 198 

The years 1949 and 1950 were identified as a period when the Buick 
motor division of General Motors set up competing dealers in the same 
areas, many of whom had no background or equipment suitable to 
assure delivery of either facilities or services to the purchasers of cars. 
Page 199 

The situation was made more difficult for legitimate franchised 
dealers because General Motors evidenced willingness to deliver as 
many Buick cars to new, inadequately equipped dealers as to those 
who were well equipped and long established. 


Page 200 


Territorial security in a dealer contract requires the dealer to report 
the names of all who reside outside of his allotted area, to whom he 
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sells cars. On the basis of this information, the franchised dealer 
whose territory has been invaded can offer satisfactory services to 
the car purchaser and thereby protect the company’s reputation. 
Without a territorial clause in the contract the security of all author- 
ized dealers is threatened. 


Page 201 


The Pontiac motor division of General Motors collects $25 from the 
dealer on each car delivered. This money is accumulated in a fund 
and used for advertising in such a manner and at such times as the 
company may decide. Only in special cases is the company obligated 
to pay interest on the money held in the fund, to render an accounting 
of it, or in the event the francise is canceled prior to the use of the 
money, to return it to the dealer. 


Page 202 

Responding to Pontiac’s statement showing a balance of some $2,700 
in the advertising fund held for James P. Mayo, Inc., a protest was 
registered by Mr. Mayo with General Motors because no plan was 
included for payment of interest and for its return. 


Pages 203, 204 

Correspondence between Mr. Mayo and B. B. Kimball, advertising 
manager for the Pontiac motor division of General Motors, revealed 
that the company considers the administration of its advertising fund 
as not subject tochange. Mr. Mayo, as evidenced by the correspond- 
ence, was about the only General Motors dealer in the country who 
expressed dissatisfaction with the current procedure. 


Page 205 

Mr. Mayo submitted evidence that the factory is in the habit of 
forcing dealers to make advertising expenditures additional to those 
normally charged to the company-dealer advertising fund. 
Pages 206-209 

Pontiac motor division maintains authority to determine the quali- 
fications of any ent prior to the sale of a dealer franchise. Cor- 

i 


respondence and diary notes of Mr. Mayo, introduced in the record, 
confirm his charges of coercive tactics by company representatives. 


Page 210 
In 1954 General Motors was responsible for orders, issued by zone 


managers, directing their dealers to pack their cars with extras as a 
means of expediting sales. 


Wepnespay, Frsrvary 22, 1956 

Page @11 

Factory pressures on the dealers are described in detail. 
Page 212 

Mr. Pierre, a Pontiac dealer in Beverly, Mass., was quoted by Mr. 
Mayo in support of his assertion that the company had instructed its 
dealers to pack their prices in the amount of about $300. Mr. Pierre 
did not appear before the committee. Mr. Mayo described the pro- 
cedures as typical of those which “rook” many innocent dealers. Mr. 
Mayo also said the dealers are under compulsion from the zone man- 
ager to purchase specified display material. 
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Page 213 


Mr. Mayo reported that his continual criticism of company tactics 
caused. him to be denied an invitation to attend the annual zone con- 
tracting meeting scheduled in October 1951. Opportunity was given 
him to make his contract independently of the meeting. This, he 
indicated, was to prevent him from upsetting the conference with his 
critical attitude. 


Pages 214,215 


Portsmouth, N. H., was described as a town where 25 cars might 
normally be sold during a year. Despite this record, a new and 
hitherto inexperienced dealer received 65 cars in 1953. The local 
advertising by which these car sales were pushed so aroused Mr. Mayo 
that he wrote his detailed objections in a letter to Mr. H. Curtice, of 
General Motors, on April 5, 1954. A copy of the letter and a non- 
soa reply from the office of Mr. Cartice are included in the 
record. 


Page 216 


A personal conference with the regional manager and the Boston 
zone manager followed during which Mr. Mayo was requested to 
cease further correspondence directly with the factory. They de- 
scribed his efforts for correction of factory-dealer relationships as 
“visionary, crusading, and evangelistic.” Furthermore, Mr. Mayo was 
reminded that the organization considers the business of automobile 
sales as “still a horse-trading endeavor.” 


Page 217 


The Oldsmobile division of General Motors created competition 
among its dealers by establishing new dealers in close proximity to 
old ones and by favoring the new ones with deliveries of four times 
the number of cars previously available to the entire town. 

General Motors also was accused of giving favored treatment to one 
division at the expense of another. A time when Buick was author- 
ized to bring out a larger and a greater variety of car models than 
Pontiac was cited as an example. 


Page 218 


Mr. Mayo referred to the refusal of the zone managers to permit 
him to attend a conference of Pontiac dealers. He recalled his refusal 
to submit a copy of his prepared remarks for editing prior to the 
meeting. This limitation was to prevent any statements during the 
meeting which would be disagreeable to the company. 


Page 219 


Bootlegging of automobiles was reported as having begun about 
1953 in the vicinity of Nashua, N. H. The company had started a 
policy of car distribution in which deliveries to etablished dealers 
were so small as to be inadequate to their needs. At the same time, 
deliveries were made to new dealers in the same area. 


Page 220 
Dealers who may wish to call at the factory office must first get 
clearance from their zone manager. Mr. Mayo secured such permis- 


sion and made a call on the factory. He received a definite promise 
that his basic allotment of cars would be increased. After a delay of 
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5 months, delivery was made during the period of annual cleanup of 
automobiles, and he was pressured to receive the cars in accordance 
with his earlier criticism and request. 


Page 221 

“Blitz” is described by Mr. Mayo as high-pressure advertising 
inserted by a local dealer in a local paper, asserting that the dealer 
must sell a given number of automobiles in a limited time. Illustra- 
tive of this, Mr. Mayo submitted a copy of newspaper advertising 
placed by a local Mercury dealer. Later, while the advertising was 
still fresh, a representative of Mr. Mayo’s firm called on the dealer, 
proposed to purchase in accordance with the advertising copy, but 
was unable to get delivery. 


Pages 222, 223 

Mr. Mayo stated that the advertising copy was wholly the respon- 
sibility of the local dealer, and not of the company’s agency, but he 
wrote a protest to the Lincoln-Mercury division of the Ford Motor 
Co., copy of which is inserted in the record. ‘The company’s reply 
shows clearly that they not only disapproved but discouraged such 
advertising “to the extent that we felt permissible under existing 
laws dealing with restrictions of trade ik related activities.” Noth- 
ing was reported either by the company or by Mr. Mayo as having 
been done by the company to stop such actions by the dealer. 


Page 224 


Mr. Mayo described some pressures used by General Motors whereby 
a dealer may be forced to conform with company sales policies and 


practices. dealer who resists eae efforts may find the pressures 
so increased as to force him to surrender his franchise. 
Page 225 


The term “pack” is defined as a deliberate addition to the price of a 
car which is added by a dealer and is substantially greater than the 
legitimate sales commission. Pontiac dealers were credited with 
having “packed” each of their cars to the amount of $390 to $450. 
Page 226 

Unsuccessful efforts to enlist recent college graduates as employees 
of his firm convinced Mr. Mayo that the situation is such that college 
men are not interested in entering the business of retailing automobiles. 
They will have no part in it as presently conducted. 


Page 227 

“Goon tactic” pressures were exerted on Mr. Mayo to force him to 
“pack” the prices of the automobiles sold by him. Failing to accom- 
plish this, the officials directed such pressures upon him as caused him 
to give up his franchise. 
Page 228 

‘When finally forced to dispose of his business, he was confronted 
with such restrictions as to force him to sell at a price equivalent to 
bankruptcy. 
Page 229 


Continued refusal to conform to company practice had resulted in 
denying him the privilege of selling to a dealer of his choice. This 
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refusal was made by the company’s regional and zone managers. 
Mr. Mayo claims a resulting loss to him in the neighborhood of $56,000. 


Page 230 
The price and the purchaser were dictated by the company. It was 


clear to Mr. Mayo that the company had decided to liquidate him with 
little consideration for his welfare. 


Page 231 


A finance company set up by James P. Mayo, Inc., was described 
by Mr. Mayo. This company saved his customers a minimum of $100 
on a 30-month contract for sale of an automobile. He compared this 
saving with higher rates which the customers would have paid had 
their cars been financed through GMAC. The net result shows that 
automobile manufacturers frequently exert such unreasonable control 
over the retail business as to render the franchise agreement worthless. 
It has also convinced many young people that the business of retailing 
automobiles is without a satisfactory future. 


Page 232 


The 40,000 automobile dealers constitute a billion-dollar industry. 
This is greater than the investment of the manufacturing industry, 
yet the retailers are undertaking no research toward improvement of 
their business. To this extent they not only damage their own interest 
and their own future, but the interest of the public. 

Page 233 

Under the present system of merchandising automobiles, a dealer is 
forced to accept an old car at a loss in order to sell a new one. This 
causes owners to receive less than they should for their old car and 
frequently to pay more than they should for a new car. Every used- 
car owner loses $200 because of automobile merchandising methods. 
Every new car buyer pays some $750 more for a car because of the 
present pattern of merchandising and contracting. 


Page 234 
Reduced profits available after new cars are sold below list price 
or bootlegged, force the dealer to pay less for old cars. Thus, profits 


on used-car sales are reduced. The dealer must share some of this loss, 
and, therefore, attempts to retrieve it through the financing charge. 


Page 235 


Annual sales of 2,000 to 3,000 cars permit a dealer to get 72.6 percent 
of his net profit from financing the car sales. On cars financed over a 
30- or 36-month period the charge amounts to 21 percent of the unpaid 
balance and the returns may exceed the gross profit on the automobile. 
GMAC offers the dealer 2 plans on which cars may be financed: 1 is 
on a 5-percent basis, and 1 on a 6-percent basis. Charts and descrip- 
tive material on each plan are available to the dealer, and he may make 
hischoice. The 6-percent plan may profit the dealer by approximately 
$50 more than the 5-percent one. 


Page 236 
The GMAC plan charges 6 percent on the face value of the loan 
for each of the 36 months during which a sale is financed. In con- 


trast, an example was submitted of a $3,000 sale at 6 percent, financed 
on the basis of monthly installments with comparable reduction of 
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the interest charge on each succeeding remainder of principal. On 
this, Mr. Mayo figured that 2.7 would be the average percentage of 
interest over the period of the loan. Commissions from the sale of 
accident insurance on the car, and life insurance on the purchaser, 
each covering the 36-month period, contribute to permit an extra profit 
of about $750 on each car sale. 


Page 237 


Many old-established dealers dislike the manner in which they 
are forced to do business and would leave it if they could. Aggra- 
vating their feeling of discontent is their failure, as a group, to 
initiate research toward the production of improved tools. In this, 
as in the method of merchandising, they depend almost entirely upon 
information and materials received from the manufacturer. 


Pages 238-241 


General Motors Corp. does not own, but has considerable control 
over the manufacturers of automobile service and repair tools. More- 
over, zone managers influence dealers to insure the sale of the General 
Motors approved service and repair tools regardless of whether they 
are needed by the retailer. Mr. Mayo’s continual objection to these 
tactics, especially as applied during zone meetings, resulted in action 
by the zone managers to exclude him from attending some of the 
meetings. 

Page 242 

Mr. Mayo said he was frustrated in his efforts to make an annual 
forecast of his business over a short- and a long-term period by the 
company’s refusal to cooperate and assemble the data. Without this 
data, he could not determine legitimate profits in the several lines. 


Page 243 
The names of five companies which provide promotional material 
dealing with General Motors cars, are inserted. 


J. A. Hinote, NADA director, 1461 Wright Street, Reno, Nev. 


SUMMARY 


The Ford contract is perpetual, but with opportunity for either 
the dealer or the factory to cancel with “cause” in 60 to 90 days. 
After 514 years, during which he asserted his service volume had 
com ared with those of dealers in cities 2 and 3 times the population 
of Reno, Mr. Hinote’s franchise was terminated because, as sum- 
marized by Mr. Hinote, he refused to bow to the company’s policies 
of wheeling and dealing. These policies included pressures to “pack,” 
and to engage in “blitz” sales methods. 

Mr. Hinote condemned the practices of bootlegging, false regis- 
tration of new cars, and misleading and fraudulent advertising. 


PAGE-BY-PAGE DIGEST 


Page 244 
Mr. Hinote has been in the automobile business since 1906. For the 
ast 514 years he was a Lincoln-Mercury dealer in Reno, but now 
folds a Nash-Volkswagen franchise. Reno and Sparks constitute 
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a metropolitan area of about 25,000 people, so he believes the 150 new 
cars and 225 used cars he sold in 1955 is a good sales record. 

About 25 bootlegged cars are sold each month in the Reno-Sparks 
area. 

Pages 245-248 

To control bootlegging, Nevada requires all dealers, whether fran- 
chised or nonfranchised, to register their car sales. Only franchised 
dealers are permitted to register new car sales. Nonfranchised dealers 
are required to register the license number under which each used 
car offered was formerly operated. Despite the law, Mr. Hinote 
reported that a Chevrolet district manager had encouraged his fran- 
chised new-car dealers to build up their sales record by selling new 
cars to nonfranchised used-car dealers, for resale by the latter. Mr. 
Hinote introduced correspondence dealing with the sale of a new 
1955 Mercury Montclair car by a dealer in Kansas to a retail customer 
in Nevada, through a used-car dealer in Nevada. 

Page 249 

During early 1955, Mr. Hinote, reported a single month when 
used-car dealers in his area had 17 Mercury’s on their lots, while at 
the same time he was waiting to get deliveries of cars which he had 
ordered from the factory. He was aware that cars sold by him may 
have been taken by independent dealers and resold. To make certain 
that these cars would be properly serviced, he requested the dealers 
of his town to inform each owner of a car thus procured that he, Mr. 
Hinote, was aware of the purchase and willing to provide necessary 
services. He made it clear, however, that such service should not be 
considered as a substitute for the factory warranty. The factory 
warranty applies only when the purchaser can show a factory-service 
policy signed by a franchised alee Further security is provided the 
purchaser as well as the dealer by the Lincoln-Mercury division in 
the form of a warranty policy with a series of attached coupons. The 
purchaser signs the main body of the warranty agreement at the time 
when the car is delivered. Thereafter, each successive coupon is 
signed as service is performed. Comparison of the signatures on the 
coupons serves as a check on the car ownership and precludes the 
oe of a dealer giving factory warranty service on a car sold 

y a nonfranchised dealer. 

Reno is isolated from other service areas with the result that many 
cars enter Mr. Hinote’s garage after a long trip across deserts and 
mountains. Frequently, they bear evidence that the purchaser had 
been sold an old or a black-market car when he thought that he was 
receiving a new one. This is revealed by worn brake pedals, worn 
accelerators, and disconnected speedometers. 

Page 250 


Detroit, among other cities, is headquarters for organizations which 
arrange to transport cars for resale. Sometimes one car is driven and 
another towed. In other cases each car is driven individually. Driv- 
ers may be ex-servicemen, people who want to go West, or students 
on vacation. They deliver the cars for a few dollars, plus the cost 
of gasoline and oil. Sometimes they assume all costs in order to have 
the trip. The transportation company which arranges the trip usually 
covers the automobile with accident and liability insurance. 
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Pressures to require a dealer to operate his business according to 
company standards were described by Mr. Hinote, as follows: 

“I was terminated by the factory, * * * because they [the Ford 
Co.] can produce a mutual termination which I signed with a covering 
letter to expedite the transfer of my business to the new owners * * 
after they had gone all over the community telling * * * that a 
‘wheel and deal’ operation was coming in and that Joe Hinote was 
being terminated and that a new dealer was being appointed.” 


Page 251 

Mr. Hinote asserted that his Lincoln-Mere contract. was ter- 
minated despite a favorable record: 180 cars sold in 1954 and 150 in 
1955. ‘The decline in sales from 1954-55 was due partly to competi- 
tion from bootleggers and blitz-sales competition by Oldsmobile and 
Buick dealers, and partly to a carburetor that was not adequate to 
the elevation of that part of the country. The reason for termination 
of his contract, however, was “due to my failure to bow to their pol- 
icies of wheeling and dealing.” Had he adopted the desired sales 
policy of cutting prices to increase sales, his profits would have been 
reduced to the “normal 1.3, or 1.5 percent national average, which 
is accumulated as a result of your insurance commissions and finance 
charges only.” 

A Dlite-ea e sign was described by Mr. Hinote as an example of prac- 
tices followed by the Lincoln-Mercury dealer who succeeded to his 
franchise. Centered in the middle of a neon Continental sign were 
the words: “Now $2,495,” so that an observer could believe that a Lin- 
coln Continental was being offered for $2,495. Such blitz-sales prac- 
tices mislead the public and appeal to those consumers who “don’t 
give a damn about the dealer or the car * * * [but] are only inter- 
ested in knowing how much they are able to save on whatever car thev 
purchase.” 


Page 252 

Mr. Hinote cited publication of photographs of a load of automo- 
biles drawn up in front of a dealer’s headquarters. These were pur- 
ported to have been trucked in, but in reality had first been driven or 
towed across the country to Reno, then loaded on a truck in Reno 
for the sole purpose of being photographed. They were then removed 
and the truck was reloaded with legitimate cars which were carried 
across the country “on their regularfranchised route.” 

False registrations were encouraged in his area by Ford and Chev- 
rolet. His assertion that the factory had ordered a Chevrolet dealer 
to falsely register cars was supported with a description of 37 regis- 
tration slips secured from the office of the State register of motor 
vehicles in Carson City. With these in his possession, he asked a 
Chevrolet dealer in Reno “if these vehicles were sold or if they were 
merely registered, the plates obtained, and the property tax paid on 
them for registration purposes. He pointed to the corner of his office 
and there were the license plates stacked up there, definite fraudulent 
registration.” Had the dealer refused to comply with the request of 
the factory zone manager to do this, Mr. Hinote believes punitive 
actions would have been directed upon the dealer. 
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Page 253 

Packing is a vicious cycle universally practiced in his area. The 

urchaser loses in two ways. First, to the extent of the packing. 

Becond, in the form of larger taxes on the additional value credited 
to the car. The latter may include personal property tax and State 
tax on the car as well as local sales tax. Overallowance is competi- 
tively necessary and is recommended by the factory representatives. 

Example: The retail price of a new $2,400 car is “packed” to the 
extent of $300 to permit the dealer to offer $900 for an old car normally 
worth $600. The $900 old car can then be accepted by the dealer as 
a down payment of 3314 percent on $2,700. The arrangement com- 
plies with existing financial requirements, and, the price of the car is 
recorded at $2,700 rather than $2,400. The net result is to cause the 
purchaser to pay State taxes, local taxes, and personal property taxes 
on $2,700, rather than on the true value of $2,400. 
Page 254 

Automobile price packing also burdens dealers who endorse the 
notes of retail buyers. The amount loaned in some cases may exceed 
the value of the car. In the event the buyer defaults on his note, any 
remaining deficit after disposing of the car must be made up by the 
dealer. A number of such cases can wipe out a dealer’s reserve. 


Page 255 

At this point Mr. Hinote reported that false and misleading adver- 
tising has been cleared out of his area. “This business changes from 
day today. Today it is different.” He said the factory has a polic 
of establishing new dealerships in neighboring towns, several of whic 
are smaller and with lower sales costs, with contracts providing for 
combined sales of Mercury with Ford, and with special arrangements 
to encourage the sale of Lincoln cars. 


Page 256 

Despite a record of service volume comparable to that in cities three 
times the size of Reno, Mr. Hinote indicated his belief that the com- 
pany terminated his contract because he refused to blitz or go into 
unsound sales practices. He quoted the Lincoln-Mercury zone man- 
ager as having told him “that they weren’t interested in service, they 
were interested in sales.” Emphasizing the dealer’s fear of contract 
termination, Mr. Hinote said: “We live in deadly fear of our factories 
because of the very nature of the right we sign away.” 
Page 257 

Each franchise contract is on a “so-called perpetual” basis, subject 
to cancellation with “cause” by the factory or by the dealer. A 90- 
day clause pertains to the factory and another for 60 days to the dealer. 
Mr. Hinote voiced objection because he had been required to purchase 
a package of tools and equipment for repairs, together with copies of 
the bimonthly Lincoln-Mercury Times to be mailed out for trade 
promotion. 
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Page 258 


He charged the factory with having forced dealers to purchase 
tools, window display materials, seat covers, etc. 


Page 259 


Mr. Hinote did not know whether seat covers are manufactured by 
the Ford Co., or by one of its subsidiaries, but he stated that they are 
identified by regular Ford accessory part numbers, and when ordered 
they are billed to the dealer on regular Ford invoices. 

e cost of service work done in conformity with the factory new- 
car warranty is reimbursed to the dealer on the basis of the straight- 
time rate for mechanics, and 10 percent over the cost for parts. This 
does not meet the real cost, so dealers always lose on factory warranty 
work. 

Pages 260-262 

The trend toward “wheel and deal” and away from service, in the 
business of automobile merchandising, is destroying the reputation 
of the manufacturers. 

Termination of Mr. Hinote’s Mercury franchise made it difficult 
for him to obtain another franchise with any of the Big Three. 


Tuourspay, Fesruary 23, 1956 


Milton Ratner, Wilmette, Ill. 
SUMMARY 


Mr. Milton Ratner, formerly operator of the North Grand Ford, 
Inc., 4341 North Avenue, Chicago, I1., describes how a Ford franchise 
which he had successfully administered for more than 20 years, had 
been abruptly terminated by the Ford Motor Co. Mr. Ratner implied 
that this was because of his unwillingness to accept and follow adver- 
tising and sales promotion policies prescribed by the local regions! 
or zone manager for the Ford Motor Co. : 

PAGE-BY-PAGE DIGEST 
Page 263 

Milton Ratner, 309 Central Avenue, Wilmette, Ill., formerly oper- 
ator of North Grand Ford, Inc., 4341 North Avenue, Chicago, [1, 
started as a mechanic in 1923 and has been 32 years in the automobile 
business. 

Page 264 

During 1943, while in the armed services, the top men to whom he 
had entrusted his business accepted a franchise from Ford Motor Co., 
and set up the Kawell-Walker Motor Co., in Chicago. His wife con- 
tinued the original Ford franchise and operated with second echelon 
employees who remained on the job. He returned as a civilian in 1945, 
and undertook to reestablish the business. Meanwhile, new dealers 
appointed by the Ford Motor Co., were delivered more cars than the 
old-established dealers. As an older dealer, he was told he must 
“play ball” in order to get an increase in car deliveries. A fleet 
manager of the Ford Motor Co., interpreted this to him as meaning 
that he could expect a larger allotment if he would deliver a portion 
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of the allotted cars to a fleet user and sell the remainder on the black 
market. In that case the proceeds would be shared between the 
dealer and the Ford fleet manager. 
Page 265 

Mr. Ratner described phony sales during the 1945-47 period, in 
which the dealer made partial delivery to a fleet user and sold the 
remainder on the black market. He described how he had refused 
to participate in one such deal that would have involved about 100 
cars: 50 would have been delivered to the fleet operator at a low price 
and the remainder would have been available for disposal on the black 
market, with the dealer and the fleet manager sharing the profits. 
Subsequent dismissal of the fleet manager indicated that top Ford 
factory men may have disapproved of the practice but were tempo- 
rarily unaware of its existence. 


Page 266 


In 1953, Mr. Ratner completed extensive improvements on his 
property to permit him to handle annual sales of 500 cars and 75 
trucks. Plans, site, and equipment were selected after consultation 
with the company. Three months later, his annual quota was increased 
to 1,025 cars and 225 trucks, and he was informed that the site on 
which he had erected his plant was unsuitable. He was reminded 
of his responsibility to sell cars, and that his “location was a place 
to sell cars from.” Thereafter, the district manager for Ford Motor 
Co., stated “that he did not care where the cars went, even though it 
were Texas, * * * just as long as they were registered in Cook 
County.” 


Page 267 

Fictitious registrations, by means of which motor vehicles can be 
routed to black markets in other parts of the country, were described 
as extensively used in the Chicagoarea. The Chicago district manager 
was credited with having encouraged the practice because by increasing 
the number of cars registered in his district, his compensation would 
be increased correspondingly. 


Page 268 


The attention of Ford officials was frequently directed to the exten- 
sive existence of false registrations, but, according to Mr. Ratner, 
“they shrugged it off and said : ‘Quit beefing, you are making money.’ ” 

Meanwhile, he refused an offer of $450,000 for his property. He 
did this in the belief that he was building a business which would 
eventually be carried on by his son. He discussed these hopes and 
plans with the regional manager for Ford during a visit to the Ratner 
offices in October 1954. 


Page 269 


At that time the regional manager informed him that the facilities 
were excellent, the sales performance was improving, and “as long as 
he could keep Detroit off his neck, we had nothing to worry about.” 
“Then out of a bolt,” he received a letter of termination of the contract, 
dated January 5, 1955, “effective 60 days from the date of receipt.” 

95502—57——_8 
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Page 270 


No reason was given for termination of the contract which Mr. 
Ratner had maintained for the past 20 years on the same location. He 
appealed the case and certain high Ford Motor Co. officials granted 
him a hearing in Detroit on February 7. 

Page 271 

They refused to rescind the cancellation order, but gave a verbal 
promise that the benefit of a new contract, as announced on January 9, 
would be given him. He was told he need not worry because the 
North Grand Ford Inc. was to be sold “asa going concern.” 

On January 9, 1955 (4 days after dispatch of the letter of cancella- 
tion), Ford dealers were informed that in the event of sale, “the 
company would buy back your signs, your special tools, and equipment 
at a negotiated price Ss Si ‘ee that they would pay your rent * * * 
for 6 months, if they stood vacant.” 

Page 272 

News of cancellation of North Grand Ford spread quickly over the 
country, but all offers to purchase were referred to the Ford Motor 
Co., that the applicant might learn if he was acceptable. Mr, Ratner 
signed a preliminary agr eement and acc epted a $5,000 check from Mr. 
John Beber, a Ford dealer in Los Angeles, on an offer less satisfactory 
than one refused by Mr. Ratner some 2 years earlier. On the day 
following a conference in Chicago with Ford Motor Co. officials and 
Mr. Ratne or, Mr. Beber phoned from Los Angeles “saying he had talked 
to the regional manager out there at Ford Motor Co., who asked them 
to lay off this deal as they, Ford, had other plans for him.” 


Page 273 

No sale was consummated, but Mr. Ratner was encouraged by a 
Chicago official of the Ford Motor Co., to believe a customer would 
be found, and accordingly, to keep the organization intact and funce- 
tioning. Then, under date of March 8, 1955, he received a letter signed 
by C. J. Fellrath, secretary of the Ford Motor Co., stating that the 
60 days hav ing expired, his “Ford sales agreement is now ter ‘minated.” 

On March 28, 1955, he addressed an appeal to Mr. Henry Ford IT. 
Copy ee in the record. 

Page 27. 

He inci for an extension of time and a temporary continuation 
of car deliveries that the company might fulfill its promise to help 
secure a successor, as given by Mr. Robert McNamara on Febru: ry 4, 
1955. Mr. Ratner informed Mr. Ford that without such consideration 
the company action would leave him “high and dry with an investment 
approxim: iting $350,000.” 

Letters in reply were rec ei ived from Mr. Lewis D. Crusoe, executive 
vice president, car and truck divisions, and Mr. R. 8S. McNamara, vice 
president and general manager, each of the Ford division, Ford 
Motor Co. 


Page 275 

Mr. Ratner refuted assertions of company cooperation included 
in the Me Namar: a letter, and charged the Ford Motor Co. with having 
“washed out” the sales contract agreed to with Mr. John Beber, of 
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Los Angeles. Moreover, he charged that the company had dis- 
couraged “another one all agreed to. ‘a 
Page 276 

After placing the letter in the record, Mr. Ratner explained that he 


had stopped payment on the $5,000 check from John Beber that he 
might retain it as evidence. 
Page 277 

On May 10, sale of North Grand Ford was made to Central 
Services, a Kansas City chain of dealers which handles Ford products. 
Mr. Ratner received $50,000 for the furniture, fixtures, eo 
signs, service trucks, leasehold, improvements on lots, etc., including 
the goodwill of the firm. No real property, no new or used cars, and 
none of the money or Government bonds in the corporate structure, 
were included in the sale. These had all been considered in the $450,000 
deal of about 3 years earlier. The sale was achieved only after certain 
leasing questions had been cleared. 
Page 278 

In accordance with current Ford Motor Co. policy the corporate 
name of the successor dealer was changed from North Grand Ford to 
North Grand Motors, but the signs were maintained as formerly. 
Sales by the new owner continued to exceed the numbers requested by 
the parent company but Ford Motor Co. announced on February 9, 
1956, that Courtesy Motors, “less than 2 minutes away in the same 
exact trade area,” had been franchised to sell Ford cars. This action 
was protested by the Metropolitan Chicago Ford Dealers Association. 
Page 279 

Courtesy Motors, operated by Mr. Jim Moran, was described by Mr. 
Ratner as a supermarket which handles large numbers of new and 
used cars of several makes, advertises heav ily, and renders no service. 
Mr. Ratner expressed belief “that it was the intention of Ford Motor 
Co. ever since 1953 to make Jim Moran the dealer in that territory.” 
A Chicago newspaper reported on February 9, 1956, “that Moran 
was expelled February 9, 1954, from the Chicago Automobile Trade 
Association because of his pre actice of advertising new-used cars, 
particularly the showing of cars of another factory make on the day 
the auto was being introduced to the public.” 
Page 280 

The “lifetime warranty” given on cars sold by Courtesy Motors was 
described as generally nonexistent. When a customer insisted on 
fulfillment of the warranty, the work was Bis by a regularly fran- 
chised dealer. “If it was a Ford product,” said Mr. Ratner, “they 
often sent it to me for repairs.” Later, without knowing the deal, 
the customer would bring the car around to Mr. Ratner for a check up. 
After demonstrating that the work had been done, but without reveal- 
ing the round- about way, the following is quoted from Mr. Ratner’s 
testimony as typical conversation: “What did it cost you?” Qur bill 
to Courtesy Motors might have been $13. He would say: “\Vell, I 
only paid half, I paid $13.85.” Do you. follow my meaning? The 
50-50 guaranty that was not mentioned in the lifetime guaranty is 
c harged for in full. Service at Jim Moran’s place and at many of the 
supermarkets is virtually unobtainable. 








30 DIGEST OF TESTIMONY 


Mr. Ratner summed up his testimony with a statement that he has 
“nothing against the [automobile sales] business except the contract 
that I hope this Congress will see fit to change so that we * * * will no 
longer * * * sign away our birthright.” 

Page 281 


Mr. Ratner continually opposed the administration of District 
Manager Yando, including collecting $5 from the dealers for each 
ear sold, for an advertising and sales promotion fund. Mr. Ratner 
and Mr. Yando “didn’t get along, but he is the only Ford man in 20 
years that I have had that experience with.” 


Page 282 


Mr. Ratner described pressures exerted on him by “factory friendly 
dealers” and other dealers during the early postwar period, to collect 
money with which to finance parties and to purchase expensive gifts 
for company officials. 


Page 283 


Freight for transporting a car from Detroit to Chicago was charged 
to all Chicago dealers, regardless of whether its manufacture and as- 
sembly occurred in Chicago. Payment, at established rates ranging 
around $37 to $40 for a car, was made to the Ford Motor Co. 

Page 284 

The freight pack of $37 to $40 a car was not affected by the fact 
that close to 70 percent of the parts used by the Chicago branch plant 
originate in the Chicago area. 

So-called “fleet deals” were credited with serving as outlets for 
many new Fords bootlegged out of Detroit. 

Mr. Ratner refused a request from another Ford dealer, purportedly 
in touch with Mr. Henry Ford’s officials, to contribute $1,000 during 
the last Presidential campaign. 


Page 285 

“We dealers,” testified Mr. Ratner, “were to raise $50,000 in Chicago 
and turn it over at once to a Ryerson, I believe, who was the head of 
an Eisenhower for President Committee.” 


Loren C. Maxwell, Boise, Idaho 
SUMMARY 


Mr. Maxwell accused the automobile factories with showing little 
interest in efforts to control bootlegging, and asserted their principal 
interest is to increase volume of sales. The desire for volume is so 
strong that unless the dealer complies in wheeling and dealing methods 
he can expect the factory to use means for his replacement. Such 
factory pressures caused at least one dealer in the Boise area to give 
up his franchise. 

Blitz selling, such as follow pressure for volume sales, damages the 
normal course of business and causes the public to lose confidence in 
the integrity of dealers. Few buyers know the true value of a car, 
and the higher prices caused by such sales methods lengthen the period 
of payment and increase the cost of financing. He believes that 
shorter and more uniform terms of financing would benefit the dealer 
as well as the customer. 
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Despite these criticisms he said little false and misleading adver- 
tising occurs in the Boise area, because of newspaper cooperation in 
applying the generally accepted NADA code of ethics. 


PAGE-BY-PAGE DIGEST 
Pages 285, 286 

Loren C. Maxwell, a Lincoln-Mercury dealer, situated at 701 Ban- 
nock Street, Boise, Idaho, trading under the name of the Custom 
Motor Car Co., has been 20 years an automobile dealer. For 11 years 
he was a Ford-Mercury dealer, and opened his Lincoln-Mercury 
dealership in Boise 9 years ago. His is the only such dealership in 
Boise, but two other Lincoln-Mercury dealers are in the same area 
of sales and service influence. His sales of 1954 approximated 125 
new cars and 400 used cars. In 1955 he sold approximately 190 new 
cars and 500 used cars. 

He estimated 35 to 50 bootlegged cars were sold each month in the 
Boise area, most numerous being Ford, Chevrolet, Plymouth, Olds- 
mobile, and Buick. Bootlegged Lincoln-Mercurys originated from 
Manhattan, Kans. Generally, bootlegged cars are sold across the 
auction block at Salt Lake City or Denver. The factory has been 
told of the extent to which cars are bootlegged in his area but has 
done little about it. 

Page 287 

Mr. Maxwell approved a suggestion for a high protective tariff 
imposed on bootleg cars crossing certain zones. Low operating over- 
head of the used-car dealer who handles such cars, permits him to 
undersell the franchised dealer. 

The factory leaves entirely to Mr. Maxwell the decision to perform 
warranty service on bootlegged cars. Presumably this applies to 
other franchised dealers. He estimates he has spent about a thousand 
dollars on such warranty service. 

Blitz selling, as encouraged by the factory and as prevalent in his 
area damages the normal course of business and causes the public to 
lose confidence in the integrity of dealers. Such methods are accept- 
ed as standard. 

False registration of cars is illegal, but was reported as prevalent in 
the State. 

The retail delivered price of automobiles is customarily increased 
to permit excessive allowances for used cars. 

Page 288 

This practice confuses the public as to the actual values of used cars 
and new cars alike, and the resulting high prices are met by extending 
the period of payment, thus increasing the financing charges. 

Mr. Maxwell reported that his area has experienced little false 
and misleading advertising because of newspaper cooperation in ap- 
plying the generally accepted NADA code of ethics. 

Talk among dealers in Boise indicates that factory pressures to 
pad finance and insurance charges, and to increase sales volume with 
other wheel-and-deal methods, during the past 15 or 20 years, have 
persuaded some to sell out. 
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Page 289 

Earl Cranston, a Pontiac-Cadillac dealer in Boise for 15 or 18 years 
was cited as an example of one who had sold out about a month 
previous because of what was termed “factory pressure.” Continu- 
ing, Mr. Maxwell asserted that unless the dealer ae wheeling 
and dealing, the factory “will employ any one of the countless means 
at their command to replace you or dispose of you.” 

Responding to a question from Senator Monroney, the witness de- 
scribed his financing as requiring recourse, or aen to the policy of 
Transamerica. He also testified that GMAC, CIT, and Universal 
Credit require complete recourse, but he has heard that these same com- 
panies permit dealers in Denver and east to sell paper on a nonre- 
course basis. He believes the same interest rates prevail as in the 
Boise area. 


Lages 290, 291 
Shorter and more uniform terms of financing would protect both 
dealer and customer. 


AFTERNOON SESSION 


Roy H. Anderson, Bozeman, Mont. 


SUMMARY 


This testimony records the rise and fall of a Ford dealer. For 
several years ending in June 1950, Roy H. Anderson and his brother 
Ernest operated a Ford agency in Bozeman, Mont., under the corpo- 
rate name of Anderson Bros. They leased a property in the center of 
the city and spent about $16,000 of the firm’s money to improve it 
according to specifications of the branch manager of the Ford Motor 
Co. Thereafter, they refused the branch manager’s demand that they 
make further improvements or abandon the property in favor of a 
site and new structure on the outskirts of Bozeman. As a result the 
firm was forced to sell at a loss to an acceptable dealer. 

Meanwhile, regular confidential financial statements, which the basic 
contract required Anderson Bros. to submit to the branch manager 
showed an attractive reserve of money in bank deposits, bonds, etc. 

This fact, combined with Mr. Anderson’s observation that each sub- 
sequent holder of the Ford franchise occupied the same site without 
making any of the major improvements or changes demanded of him, 
led him to conclude that some connection existed between the demands 
of the branch manager and the favorable financial balance shown 
in the successive statements. 

Subsequent to the sale, Ernest Anderson died and Roy Anderson is 
now a salesman for Chevrolet and Buick cars. 


PAGE-BY-PAGE DIGEST 


Page 292 

Roy H. Anderson began as a Ford salesman in Missoula, Mont., 
in 1922 after graduating from high school. Later, in partnership 
with his brother Ernest, under the name of Anderson Bros., they 
purchased an old Ford dealership in Bozeman. 
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Page 293 

Anderson Bros. signed agreements with the Ford Motor Co. to sell 
and service Ford, Mercury, and Lincoln ears, and Ford tractors. 
Thereafter they “were continually urged to buy more cars and trucks 
and secure a greater portion of the business regardless of the effect 
on profits.” In 1948, in response to pressures by Branch Manager 
H. H. Reiser, located in Salt Lake City, they used over $16,000 of their 
own money to improve their facilities and build a new front on their 
leased building. The branch manager later “inspected the new im- 
provements and indicated his approval which lead us to believe that 
our oe problem had been handled.” 


Page 25 

Pressures were soon resumed, however, for more remodeling, and 
also to abandon their location in the he art of the city and erect a 
$150,000 building on the outskirts. In the spring of 1950, after con- 
ferences with representatives of the Ford Motor Co., they decided to 
do no more remodeling and not to build a new building. Soon they 
“were called on by the Ford representative who asked us to sign a 
buy-and-sell agreement”—one in which “they have a buyer and we 
agree to sell.” 
Page 295 

About February or March of 1950, two Ford representatives drove 
over from the Butte office, and met them in a room at the local hotel. 
With few if any friendly preliminaries Ford representatives went 
straight to the purpose of the meeting in the following manner: “We 
came here at the request of Mr. Reiser. He is not satisfied, and what 
are you going to do? Are you going to sign this buy-and-sell 
agreement ?” 
Page 296 

During that period their annual sales had averaged about 200 new 
cars and 300 or 400 used cars, they employed 15 or 16 mechanics, and 
their financial statement showed considerable cash on hand. Mr. An- 
derson testified : “We were warned by the dealers, don’t show that 
much cash on hand. Don’t show that you have so many thousands of 
dollars in bonds, because they will just eat that up. They will have 
you doing everything, and that is what happened.” 
Page 297 

Anderson Bros. refused to sign the company’s buy-and-sell agree- 
ment, but offered to sell “providing they secured a satisfactory buyer 
who could meet our terms.” A few weeks later a gentleman from Salt 
Lake City called on them. The discussion soon “disclosed the fact that 
Mr. Reiser had recommended the purchase to him and had exposed our 
confidential financial statement to him.” 
Page 298 

Realizing that the Salt Lake City man had been permitted to see the 
confidential financial statements, Mr. Anderson could only say, “Now, 
here it is.” They agreed on a sale and a local attorney prepared the 
papers for its consummation, but the buyer needed to return to Salt 
Lake City to complete financial arrangements. A few days later he 
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telephoned to say that “he could not go through with the deal on ac- 
count of finances.” Later, Mr. Anderson received word that the pro- 
spective buyer had learned of the reasons why Anderson Bros. was 
selling, “and likewise fearing the demands of Ford decided he. could 
not take the financial risk.” 

“Tn June of the same year we did sell out. The new dealer remained 
in business for approximately 2 years and sold out. This dealership 
has been sold twice since that time and * * * the Ford Co. appears to 
be satisfied with the location and facilities, as nothing oo been 
changed.” 


Page 299 


This experience with the Ford Motor Co. contributed to the early 
death of Mr. Anderson’s brother and undermined his own health. 


Page 300 

Mr. Anderson lost about $50,000 on the sale. In his present ca- 
pacity as a retail salesman, the dealer for whom he works, in com- 
pany with many other dealers, spends $30 to $100 on each new car re- 
ceived “to correct the mistakes that the factories are making.” 


Page 301 
Reference was made to a company policy of delivering to each dealer 
large numbers of accessories, including straw seat covers, spotlights, 
windshield wipers, et al., for which no order had been placed. The 
seat covers were not made by Ford, but had Ford’s part number and 
the words “Ford Motor Co.” on them. The company “got the regular 
rice, but we were to sell it at what it cost us or maybe 10 percent.” 
{r. Anderson stated that he could have obtained seat covers cheaper 
from other sources, but the Ford covers were priced fairly and were 
the best medium-priced ones. 


Page 302 
Chevrolet dealerships are being franchised at country crossroads 
where the population is small and scattered. 


Page 303 

Now, as a Chevrolet and Buick salesman, Mr. Anderson told how a 
rival Chevrolet dealer undersold him in the amount of $350 on a Bel- 
aire sport coupe. He also recalled that dealers present gifts to their 
branch managers in order to get delivery of cars. 


Page 304 

While Mr. Anderson was a dealer, and at present, financial paper in- 
volved in the sale of a car is sold without recourse. The interest rate 
is 6 percent on the unpaid balance. He testified that while in business 
he worked with Pacific Finance, but sold most of the paper with re- 
course to the First Bank Corporation of Minneapolis. 


Page 305 

Senator Monroney and Mr. Busby comment concerning an insert 
facsimile of an advertisement by Bright Motors in the Chicago Daily 
News for February 17, 1956. 
Pages 306-311 

Correspondence from the Chicago Better Business Bureau relative 
to Bright Motors Inc. 
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Pages 312-314 

Milton Ratner, a former Ford dealer in Chicago amplifies certain 
facts presented in correspondence, and Luther Massey of Beaumont, 
Tex., 1s sworn in. 


Luther Massey, Beaumont, Tew. 
SUMMARY 


Mr. Massey’s contract with General Motors Corp., continuous for 
more than 18 years, was canceled because his percentage of Buick sales 
in Beaumont was low in comparison with the national average. In 
1954 his Buick sales were 6.6 percent of all new-car sales in Beaumont, 
while the average for the country, according to Ward’s Automotive 
News was 9.165 percent. He believes he could have accomplished the 
goal if he had taken advantage of the bootleg market and sold new 
cars to unauthorized dealers for resale to customers. The conclusion 
is that bootlegging cannot be stopped until manufacturers enforce 
the antibootlegging clauses in their controls. 

Phantom freight was described as an obvious fraud which encour- 
ages bootlegging by giving a definite selling advantage to unauthorized 
dealers over those who are authorized. It can amount to about $140 
on each car sold in the Beaumont area. 

Exercise of the contract clause, under which the manufacturer can 
pass on the acceptability of all who would purchase a franchised busi- 
ness, forced Mr. Massey to sell for $50,000 to $75,000 less than he might 
have received had he been free to deal with a willing buyer of his 
choice. 

He recalled no occasion when he was required to contribute to a 
campaign fund, but did recall occasions when he paid $30 or $40 to 
help provide gifts for officials. He was especially irritated when the 
company assessed $125 against each dealer to purchase “monkey suits” 
which they wore during a zone meeting called to announce new models, 

Since August 1954 practically all finance companies except GMAC 
have adopted the recourse method of financing automobile sales papers, 


PAGE-BY-PAGE DIGEST 

Page 314 

Luther Massey was a Buick dealer in Beaumont, Tex., from March 
18, 1937, to October 31, 1955. From 1926 until 1937, he handled Gen- 
eral Motors products in Duncan, Okla. Then he had a franchise to 
sell Buicks in Beaumont which was canceled for the declared reason 
that his percentage of Buick sales was low. In 1954, all Buick sales 
in Beaumont represented 6.6 percent of the total sales of new cars. 
That year Ward’s Automotive Reports credited Buick with 9.165 per- 
cent of the national average, and the Buick zone office in Dallas re 
ported it as 9.3 percent. 

3eaumont, with a total population of 94,000 in 1954, registered 
5,038 new cars. Of these 334 were Buicks, of which Mr. Massey sold 
307, or 92 percent. 
Page 315 

Massey Buick Co. was a profitable operation. While less profitable 
than the General Motors Corp., it compared favorably with similar 
business in the community and in other parts of the country. 
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Page 316 


On December 2, 1956, immediately following the model changes, 83 
new cars were on unfranchised dealers’ lots in Beaumont for sale to 
the public—30 Fords, 30 Chevrolets, 4 Plymouths, 2 Mereurys, 15 
Oldsmobiles, and 2 Buicks. Many more new cars were available with 
franchised dealers. The unauthorized dealer has fewer obligations 
to either factory or customer, no heavy investment, and no responsi- 
bility to service the automobiles he sells as new. <A franchised dealer 
such as Mr. Massey must spend $40 to $50 to fulfill the manufacturer’s 
warranty on cars sold by the unauthorized dealer. People to whom 
the unauthorized dealer sells the cars have no guaranty that the car 
has not been towed or driven with the speedometer disconnected. 


Page 317 


Mr. Massey credited his failure to attain a better-than-national 
average, to his refusal to sell new Buicks to unauthorized dealers for 
resale to the public. The factory never asked him to sell in the 
bootleg market, but continually exhorted him to make more and more 
sales. The district man said, “I would not tell you to and I would not 
tell you not to, but I want you to get your sales up.” 

Bootlegging has become a business. It cannot be stopped until the 
source of bootlegged cars—the new-car dealer who releases the car 
to the unauthorized source—is prohibited from doing so. ‘This re- 
quires manufacturers to enforce antibootlegging clauses in their 
selling contracts. ; 

Phantom freight gives the unauthorized dealer a selling advantage 
over the franchised dealer. Bootlegged cars can be transported for 
less than the freight charges. Because the freight charge is passed 
on to the customer, phantom freight is an obvious fraud on the buying 
public. 

Territory security legislation would force the new-car dealer who 
sells a car into bootleg channels to bear the cost of performing the 
service warranty, and would help eliminate bootlegging. Basic 
economics would force the dealer to sell the car for enough to cover 
the service costs. 


Page 318 


Mr. Massey signed a contract which gave him no redress in the 
courts, but permitted the manufacturer to cancel as he saw fit. The 
manufacturer could require him to equip for the sale of parts at 
wholesale, to employ additional help, to put in new equipment, and 
to submit to an adjusted sales quota from month to month. To sell 
the number of cars required by the manufacturer would have forced 
him to put Buick in competition with low-priced cars, to cut his profits 
to a minimum, while meeting all obligations of the franchise agree- 
ments. He could have done this only by overextending his credit, 
by misleading and deceiving the public, by packing prices and cutting 
down on predelivery and warranty service, and by arranging exhorbi- 
tant finance charges. 

Page 319 

An article from Automotive News for December 19, 1955, inserted 

in the record, describes advertising methods by which Mr. Massey’s 


successor promised to sell more Buicks than had ever before been sold 
in Beaumont, and credited Mr. Massey with saying that his successor 
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had been “handpicked by Buick and largely financed by the Motors 
Holding division of GM.’ 


Pages 320-322 


Facsimiles of high-pressure advertising of the Little Buick Co., 
successors to Luther Massey. 


Page 323 
The ads are understood by Mr. Massey to have been made up by 
Motors Holding Corp., a subsidiary of General Motors. He believes 


the same company took over the business of 6 or 8 other dealers within 
100 miles of Beaumont, during the previous 6 or 8 months. 
Page 324 

Pursuant to a notification received by Mr. Massey in September 
1953, he met the Buick zone and district managers in the Shamrock 
Hotel in Houston, where he was presented with letters in duplicate, 
dated November 2, 1953. These letters noted six previous confer- 
ences and charged him with being deficient ‘in his “ability to satis- 
factorily achieve Buick’s fair and rightful share of new car sales.” 
One letter offered him an opportunity to sign a new selling agreement, 
with a provision “that you will correct the above deficiencies in your 
operation by July 1, 1954.” 

Page 325 

Mr. M: assey signed the letter, along with a new contract. 

On February 10, 1955, three Buick regional, district and zone offi- 
cials called at his place of business and asked him to include the whole- 
sale of partsin his business. This he refused to do. 

A letter dated February 15, confirmed the conversation and reminded 
him of his failure to get a “just share of business” in his area. It 
gave him until June 1, 1955, to correct the deficiency. 

Page 326 

During January 1955, Mr. Massey’s records showed he was one car 
short of the company requirements. He believes his trouble started 
when he refused to go into the wholesale parts business. 

An article from the Automotive News of October 25, 1954, states 
that Buick had submitted similar new agreements and followup let- 
ters to “between 6 and 10 percent of its 3,500 dealers.” 

Page 327 

On February 10, 1955, after his January statement had showed a 
sales record 1 car short of the quota, he agreed to a company “quota 
of 40 cars a month for the year 1955.” He interpreted this as meaning 
he had promised to sell 400 cars during 1955, compared with a previous 
record of 307. “But on the 22d day of March, the district manager 
came back and informed me that my quota had been raised from 40 
cars a month to 50 cars a month.” Thereupon, Mr. Massey reminded 
the —— manager of the February agreement to sell 40 cars a 
month. 


Page 328 
None of the correspondence as inserted mentions the 50 cars a month 


quota. On June 2, 1955, the district and zone managers advised him 
that his contract would not be renewed, but would expire on October 
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31. .T wo letters from General Sales Manager Albert H. Belfie, Flint, 
Mich., dated June 6, 1955, confirmed this. 

Thereafter, “voluntary discontinuance letters” were furnished for 
his signature. 


Page 330 

He refused to sign the letters as submitted, so his contract expired 
on October 31, 1955. “On the 2d day of November, Mr. Kemp 
showed up and wanted to know if I had any prospects.” During the 
next day and a half he talked to several prospects. None were satis- 
factory to the sales manager, with the result that: “I finally made u 
my mind that anybody that I might suggest would not suit his eat 
and he left town.” 

Later, he was told that Mr. Hubert Little had been picked for the 
dealer. On November 7, Mr. Little and Zone Manager Miller, from 
Motors Holding Corp., in Dallas, called at Mr. Massey’s office. 


Page 331 ; 

All remaining parts and accessories were appraised according to 
a Motors Holding Corporation formula. Thereafter, with all new 
cars sold, and no reference to goodwill, Mr. Massey accepted $44,000 
for his business. He sold the used cars separately. 

Page 332 

He claims he could have received “$50,000 to $75,000 more money,” 
had they let him sell to a willing buyer of his choice. 

A meeting was called to announce new models, and all Buick dealers 
in attendance were assessed $125 each for special “monkey suits,” de- 
signed for the southern area dealers of Buick Motor Division, and 
furnished by Goldsmith of Memphis. Those for the Texas dealers 
included coat, vest, trousers, a Texas Stetson hat, and a bow tie. Okla- 
homa dealers wore Indian suits and those from Tennessee had coon- 
skin hats. 


Page 333 


Around 3,000 or 3,100 Buick dealers were at that time in three 
areas—west coast, southern, and Midwest. 


Page 334 


Around 900 of the southern area boys purchased the suits described 
and paid for them with checks made to Buick. 


Page 335 

After 30 years in the automobile sales business he considers himself 
too old to go into it again. 

He recalls making voluntary contributions that “would usually run 
$30 or $40,” to provide gifts for incoming or outgoing officials. Among 
them he recalled “a grand piano for one and cowboy boots and Texas 
hats for lots of officials that might come into the zone from the fac- 
tory.” In response to a question as to other solicitations, he testified: 
“We never were solicited for any campaign funds of any kind.” 


Pages 336-339 


Buick Motor Co., statistics and tabular statements are included 
for the record. 
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Page 340 

Company pressures upon dealers began in 1953. Dealers were then 
forced to take cars and dispose of them as they pleased. After a new 
model was announced discounts were allowed on previous models left 
over. 


Page 341 

Had Alfred P. Sloan been active as president of General Motors, 
rather than chairman of the board and inactive, as at present, Mr. 
Massey believes he would have responded to an appeal for reconsidera- 
tion of his case. Admittedly, however, he was aware of no similar 
situation while Mr. Sloan was active. Mr. Massey had acquired his 
Beaumont business for $15,000 or $17,000, after his predecessor had 
been there 19 months and lost $25,000. 

Page 342 

Responding to questions from the chairman, Mr. Massey testified 
that he was paying about $140 phantom freight, less the incoming 
parts that were used for the assembly of each car. This figure was 
derived after testimony that freight charges based on Detroit were 
“about $160 to $170 and on the middle one about $180 and the larger 
units run around $190 each.” He testified that this amount is passed 
on to the consumer. Unauthorized dealers have cars handled for $60 
to $65 a unit, and an “independent truck boy” had offered to “make 
the trip for $120 with 4 cars.” That would be $30 a car. Actual 
shipment of the units was from Arlington, Tex., rather than from 
Detroit. 

Until August 1954, his practice in financing his car sales was to sell 
all paper without endorsement. 

Page 343 

Starting in July 1954, the independent finance companies, including 
Associates Finance, Pacific Finance, CIT, and Commercial Credit 
would buy the good deals without recourse. They want the cream but 
take none of the whey. To get a recourse deal he went to General 
Motors Acceptance Corp., because “they were in the family and f felt 
like I should give it to them rather than to someone else and endorse 
it.” They will carry it 36 months, but he testified : 

“Nearly all of my stuff was 30-month deals. I have endorsed that. 
I have about $450,000 worth of paper with GMAC endorsed. I have 
$18,000 reserve up against that $450,000. It will take me 2 years or 
better to know whether I am whole or not.” 

He reported repossession of 6 to 8 cars each month, on which he pays 
100 percent of the remaining indebtedness, less the amount of discount. 
He resells them. 

Since August 1954, all but a few finance companies have gone off the 
nonrecourse and onto the recourse type of financing. Mr. Massey 
referred to a Ford dealer and a Chevrolet dealer who sell their paper 
to an independent who takes it without recourse. 

“GMAC never had a recourse. * * * You send the paper in and 
they set up the reserve. It may amount to 5 percent. If I had a 
notion I wanted that nonrecourse I could give them a 90-day written 
notice * * * and * * * I would pay them 3 percent of the outstand- 
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ing * * * but if there are any of those deals that are shaky you can 
be sure they are going to bring them in to me.” 
Page 344 

The three local banks will take a new car deal without recourse if 
it is one of their customers. One bank charges 5 percent of the out- 
standing loan and pays the dealer 1 percent of that, 5 percent as a 
reserve. 

Responding to the chairman’s questions, Mr. Massey agreed that all 
interstate finance companies except GMAC came to recourse paper 
about August 1954. GMAC never required recourse paper. 


Pages 345-348 
Copies of correspondence with the Dallas office of Buick Motor 


Division are inserted in the record, extending from February 23, 1954, 
to September 23, 1955. 


John V. Booth, McKeesport, Pa. 
SUMMARY 


This is the report of a man who devoted 36 years to the sale of 
automobiles, of which 28 years were with his own Chevrolet dealer- 
ship at McKeesport, Pa. He recites a series of pressures starting in 
September 1952, which convinced him in 1954 that he “wanted out 
fast.” 

In 1947, he invested $50,000 in improvements on a leased head- 
quarters with expectation that the sum would be amortized in 8 years. 
When completed he was assured that the building then met company 
requirements. Beginning after 4 years, renewal of his 1-year fran- 
chise agreement was annually threatened unless additional improve- 
ments were made. The pressure became so intolerable that he volun- 
tarily withdrew at the close of the 1954 contract. Sale of the property, 
under terms of the agreement signed by him, permitted the company to 
exercise veto power in the choice of a buyer. This clause cost him the 
difference between $100,000 and the actual receipt of $64,000. 

His successor completed the company contract with an investment 
of one-third of the capital required of Mr. Booth, and after 18 months 
had made no major improvements to the old facilities. 

During the testimony, Mr. Booth described three incidents in which 
he had opposed company sales policies. One involved a letter which 
he distributed to about 1,500 General Motors dealers disclosing the 
way in which the company program was reducing dealer profits. 
Salteulee this, his franchise was summarily canceled, but reinstated 
after 90 days. A second incident involved application of sufficient 
force by the zone manager to require him to accept four cars when he 
already had what he considered an ample stock. The third involved 
an unsuccessful protest against a company request to expand from 
350 copies a month to 1,500 copies, his distribution of the Chevrolet 
promotional magazine, Friends. 

He also criticized (1) the required bookkeeping methods on the 
ground that their failure to reflect the true financial condition of a 
dealer could lead him into bankruptcy, and (2) requirements that all 
accessories be purchased from the company. 
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Mr. Booth questioned relations which may have existed within the 
corporate structure of General Motors, the Chevrolet division, or 
their individual officers, and Campbell-Ewald Advertising Agency, 
Kent-Moore organization for the manufacture .of tools, and Reynolds 
& Reynolds Co., of Dayton, Ohio, printers of forms used in the GM 
accounting system. 

PAGE-BY-PAGE DIGEST 
Pages 348, 349 


John V. Booth started as a Chevrolet salesman in 1920, moved up 
progressively, and opened his own Chevrolet dealership in McKees- 
port in July 1926. He sold the business in July 1954. He had spent 
36 years selling automobiles, of which, during 28 years, he operated 
his own company. He claims to have sold out because of his un- 
willingness to engage in “price packing and fancy figuring.” 

A survey conducted among some 2,000 Pennsylvania automobile 
dealers in 1934, revealed that their 1933 operations “were averaging 
a profit of less than $25 per car. This included the then legitimate 
finance reserve. Shortly thereafter General Motors put into effect 
what was then known as the low-delivered-price program. The net 
effect of this program was to reduce the gross margin of their dealers 
by a substantial portion of the existing $25 profit.” 

GM photograph was reported to he a part of the corporation: 

“They were originally installed to make the new-car literature for 
the dealers, but they expanded into the direct-mail field.” 


Page 350 


In the spring of 1935, he sought to expose this injustice in “a letter 
to about 1,500 of the largest and most influential General Motors 
dealers throughout the country showing the actual dollar and cents 
cut per car.” Following this, his fr: anchise “was summar ily canceled 
June 5, 1935.” 

It was reinstated some 90 days later, but the incident was mentioned 
“to show how ready and willing the manufacturers are to use their 
power at any time and on any provocation to protect their position.” 

In 1947, he submitted plans for a $50,000 leasehold improvement 
on the building he was renting, together with tentative arrangements 
with his landlord for a 5-year Jease and an option to renew for 3 years 
more. Neither the zone manager nor anyone in the General Motors 
Corp. could assure him that his Chevrolet franchise would be more 
than a 1-year agreement, but the zone manager indicated that such an 
expenditure, when written off over a period ‘of 8 years, with payments 
additional to his regular rental, “was all the business justified * * * 
since the expenditure would expand my building to the factory-recom- 
mended area of 30,000 square feet and the facelifting job would make 
the building presentable, he saw no reason why I should not presume 
that it would be all right to proceed. The work was completed in 
1948 and in Sep ‘tember 1952, 4 years later, I was advised that my 
facilities were ‘woefully out of date and inefficient,’ and that I would 
be sent a ‘facility letter’ and ‘in the event facilities have net been 
improved by July 1, 1953, dealer is to be informed that a selling agree- 
ment for the ensuing year will not be signed with him.’ ” 
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Page 351 

The company had apparently decided after 4 years that the building 
was unsatisfactory. Actually, however, the contract was renewed for 
1953 and again for 1954. “This experience demonstrates the extent of 
their arbitrary actions if they areso minded. It is also rather interest- 
ing that my successor is still operating from my old facilities, some 
18 months later.” 

“My successor went in with a minimum required capital of $150,000. 
My minimum required capital was $375,000—the same deal.” This 
appeared to represent 25 percent for the dealer, with the motor holding 
division as a partner to put up the rest. 

Mr. Booth, reported that the business had “turned out profits during 
the postwar period as high as a quarter of a million dollars. I got 
$64,000 for my automobile assets, not one dime for 28 years of goodwill 
or anything else. Threw half the parts away. They wouldn’t buy 
them.” 

Page 352 

After completing the contract for 1954, he decided he would get out, 
and did so voluntarily. One reason for this decision appears to have 
crystallized on October 31, 1954, when the Pittsburgh zone manager 
tried to force 4 cars on him while he “had a stock of maybe 25 or 36 
cars.” 

He was also irritated in July 1952, when he was pressed to expand 
his distribution of the Chevrolet magazine, Friends, from 250 copies to 
approximately 6 times that number. 

Page 353 

He acquiesed and “told the girls to take pages out of the telephone 
book.” ‘This forced expansion of the distribution of Friends led him 
and others to believe “that there is a tieup between higher-ups in GM 
or Chevrolet and Campbell-Ewald.” The latter agency handled the 
Chevrolet advertising contract. 

The Kent-Moore organization was mentioned as appearing “to rate 
special favor with GM,” because it was “the only too] manufacturer to 
receive advance information on the mechanical changes by which they 
could design the special tools for the dealers.” “It was standard 
practice at every contracting meeting to receive an order blank bearing 
Kent-Moore’s name on which were listed a kit of special tools for the 
new model. * * * The net result of this special favor was that many 
millions of GM dealers’ money were spent with this company.” 

Similar “monopolistic coverage” was credited to the Reynolds & 
Reynolds Co., of Dayton, Ohio, who “had an edge on the first informa- 
tion of any change in new forms to be used in GM’s accounting sys- 
tem.” He supported this with an assertion “that Mr. R. H. Grant, 
while still active in GM management, was the stockholder in Reynolds 
& Reynolds and that today Mr. Grant’s son has the largest interest.” 
Page 354 

The magazine Friends was mailed from Detroit, and billed by Chev- 
rolet at 11 cents a copy, to cover the publication and mailing costs. 
His original distribution of 350 copies “was jumped up somewhere in 
the neighborhood of 1,500.” “Since these hearings started, I under- 
stand that Chevrolet has changed their program. They are now pay- 
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ing half of Friends magazine. I just got that over the phone last 
night from a dealer fr iend.” 

Prior to signing each 1-year franchise, the dealer is customarily 
required to order the “additionals or extras.” 


Pages 355, 356 

The GM accounting system was described “as ‘cocked’ to reflect the 
highest profit from new car sales * * * with the result that a dealer 
could go bankrupt with his books lying to him and showing a profit.” 
Changes which he made in order to reflect what he considered the 
truth were the subjects of critical correspondence from the city 
manager. 
Page 357 

Efforts to purchase accessories at less than company prices were 
met with coercive action on the part of the company. Forced liquida- 
tion of the Aero Motive Sales Corp., as organized by a group of 
Chevrolet dealers in the Pittsburgh zone, was cited as an example. 
Page 358 

Mr. Booth described how the dealers set their own salaries and 
charged them to the business, but “in making comparisons sometimes 
they ‘[company represent: tives ] would take your salary and throw it 
in with your profit and say, look what you made. They forgot we 
had a full year of our own time in there, and we might have been 
working for somebody else and making as much money.” 


Page 359 

Mr. Booth reported that it was customary “to give a party for the 
zone or city manager who was departing for another zone when he 
had been there a long time, but the presents never amounted to any- 
thing.” They were “some small gifts. I never had any political 
contribution requested of me and never knew any Chevrolet dealer 
to have any.’ 

When he disposed of his business, he received nothing “other than 
the bare physical value less depreciation.” “We kept our corpora- 
tion, and we sold our automotive assets to the successor in Motors 
Holding. That would be the machinery, shop equipment, furniture, 
fixtures, parts, accessories, items like that.” 

Responding to the question: “What would you figure your loss was 
because the factory could exercise veto over the buyer from what it 
would have been sold at—from a willing buyer to a willing seller?” 
Mr. Booth replied that he had been offered “a hundred thousand dol- 
lars for those assets, which I think was probably a fair price. But 
he could not qualify, and I did not make any fuss about it. When 
I made up my mind I wanted out of that shell game; I wanted out 
fast.” 


Page 360 

The Pennsylvania Finance Control Act protects the dealer against 
pressures to provide additional income by “recommending or ‘push- 
ing credit terms and carrying charges.” “It limits the rate that can 
be charged for new vehic les, “late model used cars * * *, and 1- and 
2-year- -old cars. * * * You can charge less, but there is a maximum 
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they cannot go over and no bank or finance company would touch a 
piece of paper that had inflated finance charges in the Commonwealth 
of Pennsylvania. I am sure of that.” 

The maximum charge was “6 percent multiple on new,” applied “ 
the total balance.” Mr. Booth explained that it would be half of 1 
percent a month fora newcar. To this he added, “Now the late-model 
used-car was, I believe, as I recall it, 2 percent higher, something like 
that. Then the older ones were another 1 or 2 percent higher.” 

He financed through GMAC, normally a recourse deal, with a writ- 
ten agreement “that at any time we wanted to walk out we would 

assign the reserve to them and our liability would not extend beyond 
the reserve * * * as repossessions occurred and losses were charged 
to reserves, * * * if there was any balance left, they sent as a check 
and if the reserve was exhausted, they took the rest of the loss.’ 

During the last 6 or 8 years of his business, he set up a wholly owned 
subsidiary with capital stock carried on the company’s books. There- 
after, the Booth Motor Co. carried its own paper, with no interference 
from any Chevrolet officer. 


W. K. Wyman, Vermillion, S. Dak. 
SUMMARY 


After serving with Chevrolet for 18 years, of which the last 9 years 
had been in Vermillion, S. Dak., as a franchised dealer of Chevrolets, 
Oldsmobiles, and Cadillacs, Mr. Wyman’s franchise was terminated 
with the expiration of that year’s contract on October 31, 1955. Dur- 
ing a little more than 3 months following July 11, 1955, when notice 
of termination was received, Mr. Wyman’s efforts to arrange a sale 
were frustrated by company representatives. The sale as consum- 
mated shortly before the deadline of October 31, 1955, was $44,500 less 
than his net worth at time of notification and $30,500 less than the 
sale which he had arranged to accept in July. On the basis of the 
reported experiences of other dealers, he declined to submit his case to 
the board of appeals. At the time of testifying he held about $250,000 
in bank paper. 

PAGE-BY-PAGE DIGEST 
Page 361 

Mr. Wyman started as a Kansas City Chevrolet district manager in 

1937, and with exception of a 3-year period overseas, from which he 

‘ame out a lieutenant colonel, he was continuously with the company 
until October 31, 1955. He was a franchised dealer in Vermillion, 
S. Dak., since May 9, 1946, and sold Chevrolets, Oldsmobiles, and 
Cadillacs. In me ‘early years his normal total car sales averaged 75 
to 125 cars a ye Toward the end of the period “we were doing a 
half million dolla irs’ worth of business a year. 


Page 362 

He started with 4 employees and had 13 when he sold out. 

His relation with the company officials had been good, including 
a conference in January 1955 with “a new zone man: wer 
the name of Harry Heitgrass, whom I had known and ‘worked with 
rior to the war.” Apparently he was still satisfactory at that time, 
S on July 11, 1955, he received a registered letter from Mr. Heit- 


* * * bv 
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grass advising him that his contract would be terminated on the ex- 
piration date ‘of October 31, 1955. Two days later he was told at 
the zone office : “You aren’t selling enough. You are outsold by Ford.” 
It was made evident that he had no choice but to sell his fr anchise, 
whose net worth at that time was $64, 000. Accordingly, he con- 
tacted Bill McKean, a Buick dealer for 35 years in Sioux Falls, S. Dak. 
Page 363 

Shortly thereafter, between the 20th and 27th of July, Mr. Booth 
was visited by Mr. McKean, and George Gilcher, a young salesman 
with whom Mr. McKean wished to establish a partnership permitting 
the latter to buy the property over a 5-year period. They agreed to 
$50,000. “He gave me a check for a thousand dollars, and he went 
back home and drew up an agreement to buy it.’ 

A few days later, Mr. Wyman was in the zone office with Mr. Heit- 
grass, when an associate brought in a 2-page letter from Mr. McKean 
outlining the proposed partnership agreement. After a quick per- 
usal, Mr. Heitgrass threw it back and said: “No; advise Bill we 
cannot use that sort of arrangement. Thatisit. Itis not acceptable.” 
Page 364 

Mr. Heitgrass said they would sell it for him, so Mr. Wyman signed 
the sales agreement, but with the under standing that he could con- 
tinue to look for prospects. He sent in “a couple more prospects and 
they didn’t meet their requirements. Nothing more was done until 
October and of course the calender was running out. My franchise 
would expire on the 31st of October and I was beginning ‘to sweat. 

“I worried them so much they * * * came up with a young fellow 
from the Miller-Kidder Chevrolet R.3 in Sioux City, a used-car 
manager, who did not have any money. * * * 

Page 365 

“* * * T was forced to sell out for $19,500.” No reason was given 
for turning down the original buyer, so Mr. Wyman concluded “that 
the zone personnel was more interested in the deal than anyone else 
until such time that pressure came to bear and they had to do some- 
thing and they came up with this boy.” 

He declined an opportunity to go before the board of appeals, con- 
sisting wholly of General Motors offici als, after the zone manager of 
the Oldsmobile division told him he knew of nobody “that has ever 


appeared before the board of appeals that has had any redress or 
recourse or been given any consideration.” 


Page 366 


Mr. Wyman was asked with whom he recoursed his financing paper. 
r 
To this he responded: “I did all of my financing with GMAC because 
in the small town we had an independent bank and a branch of the 
national bank at Minneapolis.” 

His name is still on bank paper in an amount “upward of $250,000.” 
Page 367 

Only in the event that it all pays out does he have access to the 


reserve. Meanwhile, all that he made in the automobile business is 
in jeopardy. 
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Wepnespay, Fresruary 29, 1956 


James J. Nance, president, Studebaker-Packard Corp., accompanied 
by Robert Blythin, counsel 


SUMMARY 


Mr. Nance described the sales operations of his company and stressed 
the mutually interdependent interests of manufacturer and dealer. 

Speaking for his company, he opposed legislation which would re- 
quire manufacturers to charge only actual freight from assembly plant 
to dealer, and defended the present policy under which transportation 
charges are limited to certain specified dollar amounts, with some 
financial advantage to the more distant dealers. He suggested creation 
of price zones, rather than to adopt a restrictive program such as 
would favor large manufacturers with several assembly plants. 
Equalized freight would narrow the margin of potential profit for the 
unfranchised dealer and thereby make bootlegging less profitable. 

Generally speaking, bootlegging was credited to maldistribution. 
Its elimination rests largely with the manufacturer who must exercise 
all reasonable efforts to protect the dealers from the burden of exces- 
sive inventories. 

A prohibitive clause in the sales contract could furnish a simple and 
effective means of providing legal action against bootlegging, but 
generally speaking, antibootlegging legislation was opposed and if 
enacted should be no more than permissive. Rather than to attempt 
to control dealer conduct by including territory-security clauses in 
dealer contracts, his company would be willing to undertake the re- 
ery of policing. It would do so only as a means of protecting 
: eir distribution system from the deteriorating influence of boot- 

egging. 

"The Studebaker-Packard factory policy of protecting its dealers 
against bootlegging applies even to the purchasing of new but obsolete 
cars when found on used car lots. 

Application of tags or stickers to be attached to each car, on which 
would be recorded the several sales and methods of transportation, 
offers no serious deterrent to a determined bootlegger. 

The seven large city retail stores maintained by Studebaker-Packard 
were defended as providing desirable publicity and advertising beyond 
the economic capacity of any individual dealer. 

The company favors dealer contracts of indeterminate length after 
the manner of a marriage; and it would reserve to itself the sole right 
of amending the dealer contract on the ground that extension of this 
privilege to dealers would result in discrimination. The right to 
allocate automobiles and accessories, especially in times of shortages, 
is defended, but with the understanding that distribution on the basis 
of a percentage is preferable to a quota. 

The company has a long-standing policy of permitting dealers to 
designate the method by which their cars shall be delivered, but it re- 
serves the right to select the individual carrier. 

Legislation to provide a so-called day in court and to require the 
formation of an appeals board consisting of representatives of the 
manufacturer and the dealers are opposed, on the ground that the 


means of carrying out their purposes would be vague and ineffectual. 
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Mr. Nance denied knowledge of any form of coercion which would 
have resulted in the purchase of parts or accessories from designated 
companies, or in the accumulation of funds to be used for the purchase 
of gifts for company officials, or for the support of political campaigns. 


PAGE-BY-PAGE DIGEST 


Pages 369, 370 


The Studebaker Corp. and Packard Motor Co. were combined to 
form Studebaker-Packard Corp. in the fall of 1954. As now organ- 
ized, the corporation has a Studebaker division, a Packard-Clipper 
division, a parts and accessories division, an export division, a Gov- 
ernment and industrial products division, and a Canadian subsidiary. 

“Studebaker automobiles and trucks are marketed by direct manu- 
facturer-to-dealer sales. Approximately 80 percent of Packard and 
Clipper automobiles are similarly sold directly by factory to dealer; 
about 16 percent are sold to wholesale distribution in certain of the 
Far Western States who, in turn, resell to dealers; and about 4 per- 
cent are sold directly to retail customers from 7 company-owned 
retail stores.” 

Page 371 

Mr. Nance disclaimed existence of “phantom freight,” except for 
relatively insignificant variations between the average weight as estab- 
lished for each car line, and the actual weight. Each dealer is charged 
actual freight, as based on average weights, and determined according 
to the mode of transport used. This holds with the exception “that 
no transportation charge is made in excess of certain specified dollar 
amounts,” with the result that “more distant dealers pay less as 
freight than the actual cost of shipping cars to them.” 

Correction was made of earlier testimony with regard to a Stude- 
baker car shipped to a dealer in Enid, Okla., on November 28, 1955. 
Delivery charges were $135 less than actual delivery costs and $30 
less than was credited. 

Page 372 

Application of the accepted formula to cars shipped from the Cali- 
fornia plant to west-coast dealers results in charges which are the 
same as though those cars were shipped from South Bend. “This is 
less than the actual freight from South Bend because of the maximum 
freight charge practice I have described, but is more than the actual 
freight on the finished automobile from assembly plant to dealer.” 
On the other hand, it is less than the actual freight on cars which must 
be shipped from South Bend to supply demands in excess of those 
that can be met by the Los Angeles plant. 

Were the proposed legislation effected, price adjustments would 
necessarily follow under which neither dealer nor customer would 
profit. 


Page 373 

Speaking only for his own company, Mr. Nance expressed “the view 
that a law designed to require manufacturers to charge only actual 
freight from assembly plant to dealer would result in severe harm.” 
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Page 374 

“We do not think that dealers are deceived or defrauded under the 
present freight system, or that regulation as proposed will neces- 
sarily or probably result in savings to consumer. We are opposed 
to legislation in this matter. * * *” 

Carrying on in response to questions from members of the com- 
mittee, Mr. Nance observed that “for many, many years in many lines 
of business * * * you have had in effect two price zones in the United 
States, an equalized freight east of the Rockies and an equalized 
freight west of the Rockies. * * * Now, whether we are drifting into 
that I do not know, but certainly the trend is in that direction by the 
action that has been taken * * * to equalize the freight.” 

Page 375 

This trend, he continued, “increases the price of the automobile to 
all those within the 1,000-mile zone * * * which * * * covers the 
great bulk of your population. 

“On the other hand * * * to enact legislation that would charge 
actual freight from the point of assembly * * * could * * * make a 
ghost town of Detroit. * * * You would end up with competition in 
small regions. * * * And * * * you would accentuate the trend 
toward the larger [manufacturers ]who already have assembly plants.” 

To sustain on a regional basis an economic unit of volume, Mr. 
Nance expressed the opinion it would be necessary to “establish price 
zones * * * that would cover enough of the * * * buying potential 
that would enable you to manufacture automobiles in that area.” 


Page 377 

Mr. Nance revealed that centralization of the manufacture of 
frames, motors, and other heavy components has become a general 
pattern of the industry, to which he added, “we have very little if any, 
complaint on the system that we use, and I am sure that the dealers all 
understand it.” 


Page 378 

The chairman asserted that under present policies “a man can 
drive 1 and tow 1 and bring 5 or 10 cars and be under the franchised 
dealer’s delivery cost by about $100 a car.” Agreeing with this, Mr. 
Nance said, “This move toward equalized freight * * * narrows the 
margin of the potential profit for that sort of thing—which is a step 
in the right direction, because we are hurt by bootlegging, too.” 


Pages 380, 381 


Without condoning past practices, Mr. Nance described them as 
something “the small manufacturers can live with during this period 
of evolution. * * *” 


Page 382 

Preparatory to a discussion of bootlegging, Mr. Nance said, “It 
must be kept in mind that there is nothing unlawful in the sale of 
motor vehicles by a contract dealer to a noncontract dealer, nor do 
such sales constitute a breach of the manufacturer-dealer contract.” 


Page 383 


Only in “States where a new-car dealer is required to have a license 
based upon a franchise from a car manufacturer [is there anything] 
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unlawful about the operation of a noncontract dealer as a new-car 
merchant. * * * 

“Nevertheless we believe that ‘bootlegging’ is an evil in the marketing 
of automobiles [ which, after the manner of Gresham’s law in eco- 
nomics] * * * will * * * tend to drive out the contract merchant 
or force him to the ways of the ‘bootlegger.’ 

“We think that the problem * * * is * * * a result of maldistri- 
bution, and try to make every reasonable efforts to see that dealers 
are not burdened with excessive inventories. 

“The dealer’s estimate of his market weighs heavily in the estab- 
lishment of' any dealer’s quota * * * and is not included in the con- 
tract as a required performance by the dealer. 

“In addition to this, the periodic sales reports and estimates re- 
quired from dealers * * * are actually intended and used for the 
purpose of estimating the future market and the adjustment of pro- 
duction accordingly.” 

Page 384 

“We think it not unreasonable,” said Mr. Nance, “that the dealer 
participate in every reasonable way in furnishing information which 
will aid the manufacturer to plan its purchase and production.” 

He expressed as his understanding of dealer opinion that it would 
be most desirable if the bootlegging problem was solved without 
legislation. 

Speaking, presumably, for the Studebaker-Packard Corp., he voiced 
opposition to “legislation which would permit restoration of terri- 
tory security clauses * * * [or] any trend toward putting controls 
upon the dealer’s conduct,” adding that “we would be reluctant to 
undertake the policing job which is a necessary part of enforcing 
co-called territory security. 

“We would, however, be willing to undertake such a task rather 
than to permit our own distribution system to deteriorate through 
bootlegging of our brand automobiles. 

“In the interests of our dealers, therefore, we are disposed to favor 
permissive legislation of this type, and believe it can be an effective 
weapon in the elimination of bootlegging as a major evil in automobile 
marketing.” 


Page 385 


A requirement that a sticker be placed on the windshield of each 
car produced, with provision that it bear a record of all sales and 
modes of transport, would not “seriously deter a determined 
bootlegger.” 

He expressed belief that inclusion of the “prohibitive sales clause” 
in dealer contracts would “furnish the simplest and most effective 
means of dealing with the bootlegging evil. 

Page 386 

“With this provision it would seem that flagrant violations could 
be enforced.” 

Mr. Nance claims that the relationship of the automobile dealer 
to the customer is unique in merchandising in that the former “has 
considered his continuing service a part of the business.” They are 
not going to get service from the bootleg operator, and the public 
has evidently not yet’ made* up ‘its mind “whether that: is‘what they 
want in the merchandising of automobiles. 
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Pages 387, 388 


“* * * it is going to be a three-way decision. The public is going 
to play their part; the manufacturer must play his part. And the 
dealer has to play his part. * * * I think that we are in a state of 
evolution here, and I don’t think that any of us at the moment knows 
the answer.” 


Page 390 


Of the seven retail stores of Studebaker-Packard, Mr. Nance said 
they “are of long standing with the Packard Motor Car Co., which 
at one time had company-owned stores in many of the big cities * * * 
they are treated as a part of the dealer body in that community * * * 
they are maintained more as prestige salons than they are as sales 
salons. * * * No dealer could maintain such a showroom on 
Broadway. 


Page 391 


“* * * the auto manufacturer-dealer relationship is this: The 
dealer looks to the manufacturer to * * * produce competitively 
styled and quality vehicles, and the manufacturer must look to its 
body of dealers to * * * sell a sufficient quantity of its cars so that 
these vast investments can be justified by profitable operations. 

“Once an auto dealer has cast his lot with a manufacturer he * * * 
depends in large measure on the style, quality, and price of goods 
which are furnished him by a single maker; although * * * he * * * 
has no direct control over them. The manufacturer similarly puts 
a larger measure of his prosperity and goodwill in the dealer’s hands. 

“Unless the dealers * * * sell adequate volumes of automobiles the 
manufacturer will find itself unable to carry on * * * and * * * 
since the manufacturer’s brand name * * * has always been of major 
importance in automobile selling, each dealer in his trade area is the 
custodian of the manufacturer’s reputation and goodwill. 

“* * * The auto maker and dealer, therefore, do most certainly 
exist interdependently.” 


Page 392 

The word “franchise” is truly descriptive of the dealer’s sales agree- 
ment or contract only as regards the fact that it gives the dealer 
“the privilege—not extended generally—to buy our products for 
resale, * * *” 

Admittedly, the dealer’s sales agreement is not a legal necessity, 
but it has evolved because of “the manufacturer’s need to protect the 
goodwill attached to its brand and trade names. * * * The manu- 
facturer, therefore, has a legitimate concern and interest in the quality 
of the dealers in its products, * * * and in the manner of dealing 
with customers. 

“These matters, then, are * * * standards by which the manufac- 
turer, for entirely proper reasons, selects and retains his customers— 
the dealers.” 

Under the Studebaker-Packard agreements the dealer is afforded 
rotection by the promise of refunds in the event of a drop in prices, 
y a limited time opportunity to return at full credit an overpurchase 

of parts and accessories, and opportunity to withdraw, without cause, 
upon 30 days’ notice. 
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Page 393 

In the event of death or retirement members of the family are given 
priority privileges when the dealership is offered, and in case of termi- 
nation the company will repurchase the stock of current model auto- 
mobiles, and all other parts, etc., according to the prescribed terms. 
“The real contracts to buy and sell cars are in the purchase orders 
placed by the dealers and accepted by the manufacturer.” 

“The Studebaker contract is of indefinite duration and the Packard 
and Clipper contracts are for 1-year terms, * * * [and a program is 
underway] to write the Packard-Clipper contract as contracts of 
indefinite duration, the same as Studebaker.” 

Page 394 

“The Packard Motor Car Co., prior to the merger, had for a period 
of about 5 years, provisions in its dealer contracts permitting appeal 
by a dealer who claimed wrongful termination, to a dealers’ equities 
board composed of manufacturer and dealer representatives. * * * 
I am advised * * * the plan was abandoned in about 1953 simply 
because it did not appear to be needed in our relationship with dealers.” 


Pages 395, 396 


“* * * we have never found our dealers to be reluctant or timid [in 
voicing opinion and criticism ].” 
Page 397 

“What few instances we have had of bootlegging of ours cars, we 
have * * * moved in immediately and bought the cars off the used- 
car lots. We haven’t had a great deal of it, but that is our policy.” 

Referring to the “cleanup problem on obsolete models,” Mr. Nance 
stated: “We had 1 or 2 instances where they showed up on used-car 
lots as new cars and we moved in and bought those up to protect our 
local dealer.” 

Page 398 

Competition for dealers is strong, and especially during the previous 
4 months, but Mr. Nance could recall only isolated territories where 
there was evidence of “raiding by the other companies for your better 
dealers.” “Of course,” he concluded, “we are competing for dealers, 
too, but obviously the larger manufacturers have the advantage if 
they do choose to pirate your dealers.” 

Page 399 

Mr. Nance discussed the desirability, as well as the difficulties of 
arriving “at a mutually agreeable understanding as to what the re- 
sponsibilities of each party were, * * * because you couldn’t reduce 
them to definite terms.” 

He indicated that the smaller manufacturer would be able to 
conduct its business more soundly and more profitably were it able to 
“exercise pressure over dealers to the extent a larger manufacturer 
can,” and “if there was an assumption of an obligation on the part 
of the dealer that he would provide us with a certain percentage of 
the business in his territory.” 


Page 400 


As contrasted with contracts of 1 year or 3 years or 5 years, Mr. 
Nance expressed in favor of the indeterminate contract such as “we 
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have with Studebaker and the one we are presently putting into effect 
with Packard and that is that you are married until there is cause 
for divorce.” 


Page 400a 

As new contracts to the dealers are offered, the company reserves 
the right of amendment, but believes similar extension to the dealers, 
of privilege to amend, could result in discrimination. 

Responding to dealers’ criticism that they are required to take more 
automobiles and accessories than they want, Mr. Nance believes a fair 
yardstick of performance would be a percentage rather than a fixed 
quota. He considers this a matter which cannot be spelled out spe- 
cifically, but is rather a question of attitude and confidence. 

The comp: uny’s policy extends to all dealers an opportunity to choose 
the method by which their cars shall be delivered, but reserves the right 
to select the individual carrier. The company desires to maintain 
these carriers and retain them in business. Accordingly, it has an 
obligation to give them business. 

The company’s moral obligation to fairly allocate its cars requires 
that in times of shortage it may choose between one dealer and another 
as to delivery of kinds and models of cars, accessories, et cetera. 
Pages 400b—400d 

Proposed legal provision for a so-called day in court to permit 
dealers to appeal the actions resulting from company interpretation 
of their contract was opposed. The resulting right would be so vague 
as to be without effect. Mr. Nance testified that “our only approach 
to dealer relations is one of a friendly relationship and holding the 
dealers to us through their loyalty and through a feeling that they 
belong to the family. , 

Mr. Nance denied knowledge of any officials of the company, or 
any relations or friends, who own manufacturing companies with 
which the dealers are required to make purchases. Neither did he 
know of any instances where dealers were required to contribute funds 
with which to purchase expensive gifts for company officials, nor any 
company efforts to require dealers to help finance one of the major 
political parties. 


L.L. Colbert, president, Chrysler Corp., accompanied by 
Paul Smith, F. W. Misch, and C.L.Jacobson 


SUMMARY 


Mr. Colbert holds that competition is inherent in the automobile 
industry. Were it restricted, the industry would stagnate. Moreover, 
with continued efforts to maintain mutual trust bet we een manufacturer 
and dealers, the members of the industry can control or correct such 
malpractices as have developed. Therefore, he opposes all legislative 
proposals now before the committee. 

A brief history of the Chrysler Corp. revealed its part in the cur- 
rently accepted merchandising and distribution pattern as securing 
applied to freight costs and the price of automobiles. 








DIGEST OF TESTIMONY 53 


CHARGES FOR TRANSPORTING AUTOMOBILES 


Rail rates were credited as tending to sustain transportation charges 
in that they influence the rates charged by trucks and other competi- 
tive carriers. The bargaining power which C hrysler Corp. holds over 
the carriers because of having retained a clause in the dealer contract 
giving it power to choose the individual carrier for shipment of its 
vehicles was credited with having aided in getting reductions in freight 
rates. 

Chrysler’ s plan of charging freight corresponds with that of other 
leading manufacturers. Within the first 1,200-mile zone, its freight 
charges approximate the actual cost of transporting the cars. W hen 
cars are shipped longer distances, the cost 1s absorbed by the com- 
pany. This benefits the most distant consumers, such as those in the 
Far West, but adds to the burden of some in the central and eastern 
regions. Admittedly, it divides the country into two zones, but the 
net result is believed - be about as good as can be evolved. 

During the past 2 years, ¢ ‘hrysler claims to have paid out more 
in transportation me than was billed to the dealers. Accordingly, 
existence of phantom freight is denied. 

Experience gained in evolving the present plan, including an un- 
successful effort about 20 years ago to divide the country into 7 or 8 
zones, causes Mr. Colbert to see no possibility of finding a solution 
that will be recognized as best by all interested parties. 

He urged the committee to avoid attempts to solve the problem with 
legislation, but to allow the competing companies to continue their 
efforts toward a satisfactory answer. He agreed with Senator Potter 
that enactment of legislation designed to force the automobile industry 
to adopt a specific pattern of equalized freight charges would neces- 
sarily influence the enactment of similar legislation relative to many 
other industries. 

PRODUCTION AND “BOOTLEGGING” 


Bootlegging was credited as varying with the vitality of the market. 
A soft market discourages bootlegging, and as the market becomes 
aggressive so also does bootlegging. To the extent that overproduc- 
tion and factory-stimulated sales may contribute to bootlegging, Chrys- 
ler officials believe little blame can be placed on their corporation. 
Credit for this is given the close relation which the corporation main- 
tains with its dealers, its regular and frequent reports on the state of 
new-car and used-car markets, and its refusal to establish “stimulator 
dealers.” Of a total of nearly three-quarters of a million 1955 Ply- 
mouth cars, the serial numbers of less than 1,000 cars were reported to 
corporation officials as having been bootlegged. During the same pe- 
riod similar reports were received cover ing 148 new Dodges, 71 De 
Sotos, and 230 Chryslers. 


RETAIL CREDIT ON AUTOMOBILE SALES 


Chrysler is not in the finance business. It does not extend whole- 
sale or retail financing to its dealers. However, installment credit is 
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described as generally responsible for the active market for consumer 
goods, for high employment, and for the American standard of living. 
hrysler dealers maintain credit relations with more than 1,200 sepa- 
rate banks and finance companies, no one of which does more than 
25 percent of its business on Chrysler products. 
urrent reports indicate that about two-thirds of all automobile 
financing paper is being handled on a full recourse or repurchasable 
basis, with contracts averaging less than 30 months. Nonrecourse or 
limited paper was reported as most prevalent in areas in and around 
Chicago, Detroit, and Cleveland. 


RELATIONS BETWEEN DEALERS AND THEIR FACTORIES 


The Chrysler Corp. considers its dealers as its customers and tries 
to treat them accordingly. The dealer agreement is a short, simple 
recital of basic conditions under which each party agrees to do busi- 
ness with the other. It contains no termination date but reserves to 
both dealer and manufacturer the right to cancel upon 90 days notice. 
Experience has shown that such a contract results in no sacrifice of 
dealer rights and permits him to sue if he desires. 

The corporation requires regular reports from its dealers, but speci- 
fies no form of bookkeeping. Each dealer may determine whether 
ears shall be delivered by rail, truck, or barge, but the corporation 
reserves the right to select the individual carrier. 

The corporation maintains a staff of management specialists who 
regularly visit each dealer to give counsel and guidance. At the same 
time dealers are encouraged to make trips to the factory for con- 
ference. Active dealer advisory councils, each with 25 or 30 members, 
are maintained. About two-thirds of the council members are elected 
by the dealers and one-third are appointed from among responsible 
company Officials. These councils meet twice a year, usually in 
Detroit. 

Chrysler claims that 53 percent of the 9,500 dealers have been with 
the corporation 10 or more years. 

The company’s power of termination applies in largest numbers to 
unsatisfactory sales performance and second to inadequate facilities or 
inability on the part of the dealer to maintain accepted standards of 
business. Dealers also take the initiative in terminating some con- 
tracts. In 1955 the corporation terminated the contracts of 37 dealers. 
The absence of testimony by discontented Chrysler dealers was noted 
by members of the committee. Final action on a dealer’s termination 
is referred to the divisional president and the divisional vice presi- 
dent. The dealer may personally appeal his case to either or both of 
these officials. 

After termination of a contract, the corporation agrees to take all of 
the preceding 3 years’ cars and parts at factory costs plus freight, and 
to pay rent for a maximum of 12 months or until the property is used 
for another purpose. The corporation also assists In arranging sale 
of the franchise, and refunds to the terminated dealer any unexpended 
portion of the advertising fund collected on each car purchased by 
him. 

The corporation has embarked on a policy to have each of its pas- 
senger-car lines represented by its own dealer organization, but prog- 
ress is slow in separating Plymouth from its present combination with 
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others. The corporation, through its dealer-enterprise plan, cur- 
rently has a major interest in about 50 dealer locations. These are 
handled under a contract which permits the operator to acquire full 
ownership over a period of years. 

Mr. Colbert claimed no knowledge of personal relations between 
Chrysler officials and any corporation with which Chrysler or its deal- 
ers do business. Neither was he aware of any such relationship with 
dealers. He stated that the corporation discourages the collection 
of money for gifts to factory or regional officials, and knows of no 
time when the solicitation of funds from dealers to support a political 
party was corporation encouraged. 


PAGE-BY-PAGE DIGEST 
Page 401 
L. L. Colbert, president of Chrysler Corp., sworn, and associates 
Jacobson, Misch, and Smith introduced. 


Page 402 

C. L. Jacobson, F. W. Misch and Paul Smith sworn. 
Page 403 

Mr. Colbert outlined proposed testimony and recited background 
history of the Chrysler Corp. It is 1 of less than 20 surviving makes 
of automobiles of nearly 2,500 that have appeared in the American 
market .since the inception of the industry. In 1921, Walter P. 
Chrysler undertook to organize the Maxwell Co., * * * in the course 
of time * * * went from 23d to 2d place in the automobile indus- 
try * * * In 1928, Chrysler bought the Dodge assets, for which Chrys- 


ler gave 1,253,557 shares of its stock and assumed a funded debt of 


$59,500,000. 
Pages 404, 405 

“These added facilities * * * enabled Chrysler to build Plymouths 
* * * De Sotos * * * Dodges * * * brought Chrysler within 5 years 
to win second place in the passenger car market * * * [Chrysler] 
held more than 20 percent of the market, except 1950, when a 100-day 
strike cut our output * * * in 1954, our share was slightly more than 
13 percent. Our competitive response to this experience was to bring 
out 1955 models with many advances.” 

“We gave our dealers * * * help in * * * selling * * * and we 
sirengthened our advertising * * *. In consequence, we went from 
13.1 percent of the industry in 1954 to 17.1 percent in 1955. In January 
1956, * * * 16.5 percent and in the first 20 days of February * * * 
17.5 percent. * * * 

“«* * * 1956 * * * we again made major improvements * * * to 
the point where * * * Chrysler Corp. Forward Look cars are today 
the style leaders of the industry. 

“In December 1953, * * * we bought the automotive plants, ma- 
chinery, equipment, and inventory of [Briggs Manufacturing 
Co.] * * * [for] about $62,500,000. * * * 

“Last year, we spent $137,500,000 for [building new plants and 
modernizing old ones]. 

“In the next 5 years, we expect to spend at least a billion dollars 
for new.plans.and equipment, et cetera. 
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Page 405 
“* * * the automobile industry is our country’s most competitive 
industry * * * wecompete for markets * * * forsupplies * * * for 
men. 

“When we get a good dealer, we lend every effort to keep him. 

“We can no more afford to offend our customers, our dealers, than 
the dealers themselves can afford to offend their customers, the public. 

“In our industry in which competition is so vigorous, there are 
bound to be casualities * * * 2,500 makes of cars that have dtsap- 

peared * * * * the dealers who are reorganized, sold out, or discon- 
tinued. 

“If the competition were restricted, our industry would soon stag- 
nate.” 

Page 407 

“So-called phantom freight never has been a factor in the greater 
part of Chrysler’s business. We have consistently charged actual 
transportation costs to most markets. 

“Originally automobile manufacturers assembled their cars at their 
main plants, and sold them f. o. b. the factory. Transportation was 
predominantly by rail, * * * The railroads benefited * * * The 
manufacturers as a result were able to negotiate rates * * * out of 
these assembly points that were very much lower than the base rates 
from central points. * * * 

“Some of these rates from outlying assembly plants were as low as 25 
and 35 percent of first-class rates, while rates from the main manu- 
facturing cities were almost uniformly 100 percent of first class or 
even more. * * * 

“To ship a car to a particular town from Detroit might cost $100 
while to ship it exactly the same distance from an outlying assembly 
plant might cost as little as $25 to $35.. 

As a result of this evolution the manufacturers were able, regard- 
less of the location of plant, to arrive at a delivered price consisting 
of “the base price of the car plus a transportation charge equal to the 
rail freight from the manufacturer’s main plant to destination.” 
Page 408 

Growing acceptance of highway transport of automobiles, and the 
location of new plants, complicated the pattern, so that Chrysler suf- 
fered severe competitive disadvantages because of its continuing 
policy of shipping f. o. b. from its Detroit plants. 

In 1939 the Interstate Commerce Commission instituted a general 
investigation of the transportation of automobiles. Agreeing in part 
with Chrysler’s contention that rates on automobiles from Detroit 
were too high, it decided that rates on new automobiles should not ex- 
ceed 85 percent of the first-class rates. 

Page 409 


“This ruling, which * * * became effective in January 1946, did 


not * * * afford us any substantial relief. Chrysler, in late 1945, 
decided * * * first * * * to exert a greater control over the ship- 


ment of new vehicles in order to increase our bargaining power with 
the carriers.” Chrysler so informed its dealers in February 1946. 
The second step (Interstate Commerce Commission Docket 29820) 
“The decision * * * which became ef- 


was to provide partial relief 
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fective in November of 1951 * * * held that the rate on new auto- 


1iobiles from the main automotive centers * * * should be reduced 


from 85 percent to no more than 75 percent of first class, and outlying 
assembly plant rate must be at least 50 percent.” 
Page 410 

In the summer of 1954, the company began to eliminate dealer 
drives from the factory and substituted a plan under which “the fac- 
tory established for each make of car a limit on the amount that a 
dealer, regardless of his location, had to pay for freight. 

“The amount approximated the cost of transporting cars for an 
average distance of about 1,200 miles. 

Page 411 

“* * * the effect of this new plan was to shift some of the cost of 
automobiles away from people in the more distant parts of the country 
and onto people in the central and eastern regions, as ¢ ounterbalancing 
increases in base prices either accompanied or followed the freight 
charges. 

“At the same time * * * we began preparing the freight on the 
bulk of our shipments to our dealers. * * * We chose the carrier, 
meeting the dealers’ reasonable requests when we can. * * * We pay 
the carr ier. 

“* * * disregarding all costs except: outbound freight and inbound 
to Los Angeles : and Evansville, in 195 55, Chrysler paid out more than 
it took 1 in for transportation of automobiles. 

“* * * the result is overall lower prices in some areas, higher prices 
in other areas, and no change in still others. W e still pay out more 
than we tuk 3 in for transporting our cars. * * * this action answers 
the committee’s interest in our attitude toward so-called phantom 
freight.” 

Page 412 

An unsuccessful effort was made in 1940 or thereabouts, to split the 
country into 7 or 8 zones. “We had to abandon it, we got into so 
much trouble. The dealers rose up against it.’ 

He concludes that “probably we are just about in as good a spot 
freightwise today as can be evolved.” He suggested that other than 
the present plan, and the unsuccessful effort to zone, the only other 
possibility is “to price the freight in your automobile.” 

Page 413 

Senator Potter voiced an opinion that were manufacturers “forced 
to charge actual freight costs, * * * [the results would be] just pools 
of markets,” Mr. Colbert added: “It might end up that everybody 
would have assembly points at the same places.” 

Senator Monroney asked if the automobile industry would have ac- 
cepted the present plan of freight charges which helps those on the 
west coast. but penalizes ev erybody else, had it not been for the prod- 
ding of Congress. He also referred to testimony of NADA freight 
experts indicating phantom freight cost in 1954 which “totaled $280 
million on cars and trucks.” To this, Mr. Colbert replied: “But who 
said if it weren’t charged as freight it wouldn’t be in the price of the 
automobile?” 
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Pages 414, 415 

Discussion between Senator Monroney and Mr. Colbert revealed 
that the Senator believes the Congress has “authority to abolish phan- 
tom freight and require that no more freight be charged than actually 
runs on the delivery of the car.” Mr. Colbert interpreted the Sen- 
ator’s remarks to mean that he believes a satisfactory allocation of 
freight costs “isn’t evolving fast enough to suit you; that you ought to 
have legislation.” To this, Mr. Colbert voiced his disagreement, add- 
ing that regardless of the final solution, the $280 million referred to 
by NADA “would have been in the price of the automobile,” and 
moreover that price of the cars would not have been “any cheaper 
under your [the Senator’s] system if you had put it in 1934 or 1935.” 
Page 416 

Mr. Colbert admitted that Chrysler has been forced to battle Gen- 
eral Motors and Ford in order to overcome their “practices of charging 
high Detroit freight when they were enjoying low assembly-point 
freight to their neighboring distributing areas,” but requested of the 
committee: “* * * leave the battle to us. Don’t take it on for us 
by legislation. Let us do the battling. * * * we have been fighting 
this freight thing tooth and nail at great expense for many 

ears. * * * but I just do not favor legislation on it. I think that 
it will work out.” 
Page 417 

Senator Monroney asked whether General Motors or Ford should 
be allowed to continue their present phantom freight charges. To this, 
Mr. Colbert replied that Chrysler would meet the necessary competi- 
tion, adding, “I do not think we ought to look to you fellows or to 
legislation to help us in the competitive fight, whether it is on freight 
or pricing cars or anything else. * * * If General Motors or Ford go 
to including freight in the price of automobiles, we will do the same 
thing.We will meet the competition on it. If you ask me how, I will 
say I dont’ know, but we will meet it.” 

Page 418 

Senator Monroney: “I do not think there is any way to get an honest 
freight basis: (a) Unless the Congress abolishes phantom freight and 
gives the industry time to adjust; or (6) some manufacturer feels the 
public interest in honest pricing is important enough to use the correct 
freight.” 

Mr. Colbert testified that cars are continually crossing zones “Some 
of the Plymouth cars are going from Detroit to Los Angeles, even 
though we have an assembly plant there, and by the same token others 
go to Evansville. We have to have one price for all of them.” 

Senator Potter observed that automobile industry freight charge 
practices and those of other industries are similar. “If the Congress 
should take action in this field, it should take action with all indus- 
tries that have an equalized freight or a basic formula by which freight 
is charged.” : 

Mr. Colbert: “That is right, yes, I agree with that.” 


Page 419 


Mr. Colbert explained in response to a statement by the chairman 
that the matter of freight “has nothing to do with the economics of 
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the assembly plants” whieh the company will build in connection with 
its 5-year billion-dollar expansion program. 
Pages 420, 421 

Truck rates from Detroit to Los Angeles were described as pretty 


nearly equal to rail rates. Mr. Brennan reported “they raised them 
last June, the rail rate is about $8.30, and the truck rate is about $7.90.” 


Page 421 
N. J. Brennan sworn. He testified that Chrysler’s rail shipments 


are small and that wherever possible advantage is taken of the low 
barge-truck combined rate. Savings are passed on to the dealer. 


Page 422 
No manufacturer can be credited with having an advantage in 


freight rates, but rail rates are accepted as the umbrella over all 
other means of transportation. 
Page 423 

Mr. Colbert resumed his testimony at this point and in response 
to questions from Senator Payne, agreed that the application of actual 
freight costs would encourage bootlegging in communities which are 
close to the point of shipment. Similarly, and without specific refer- 
ence to bootlegging, “the further away you go the higher your rates 
are going to be for all cars from that point.” 
Page 424 

Senator Monroney observed that higher rates encourage use of 
drive and tow transportation over long distances with the result that 
“there are more cars bootlegged in California than any place else.” 

Provided there is continuation of the current low rates of default 
on automobile paper and on repossessions of cars, Mr. Colbert con- 
cludes “it will be difficult to maintain either that the credit extension 
[in 1955] was reckless or that it financed overproduction.” 
Page 425 

Recent national prosperity is so closely related to automobile pro- 
duction that a heavy responsibility rests on the industry to exercise 
extreme care in all its plans. “If * * * we underproduce, the result 
may be as damaging to the business of both dealers and ourselves as 
if we were to overproduce. 

“Tnvestment, that * * * can run into hundreds of million dollars 
* * * has to be predicated on estimates of what the market will be 
* * * in the second and third year beyond. 
Page 426 

“* * * o]l automobile manufacturers together face the competition 
of all other products people can buy. * * * we plan our production 
in accordance with the future requirements of our dealers. Each 
month, dealers throughout the country * * * send us their estimates 
of the number of each type of car * * * they will require 3 months 
later, 2 months later, and 1 month later * * * they are not firm 
orders, and the dealers who furnish them are not under any com- 
pulsion to take the cars they may forecast. * * * Actually, these, like 
all other dealers, place separate orders for cars. * * * Furthermore, 
every division of Chrysler Corp. will accept cancellation of even a 
signed order until the car is in actual production.” 

95502—57——5 
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Page 42? 

With reference to overproduction as one of the principal causes 
of bootlegging, Mr. Colbert reported that of the 746,000 new 1955 
Plymouths ve ly in the United States, the serial numbers of 964 
had been “brought to our attention as apparently having been sold 
out of regular channels. * * * we found these cars had originally 
been shipped to dealers in 43 States and the District of Columbia. 
* * * The numbers of our cars of our other lines similarly reported 
were even smaller. There were 148 new Dodges, 71 DeSotos, and 
230 Chryslers * * *,.” r . 

He expressed interest in the chairman’s proposal “that windshield 
stickers be placed on every new car to show each change of ownership 
and the method of transportation from the factory until it reaches the 
purchaser who intends to use the car.” 

Page 42 

To avoid the possibility of imposing “additional sales problems for 
the authorized dealer” and to reveal some of the possibilities of eva- 
sion, Mr. Colbert suggested a model of the sticker be used on a trial 
basis prior to enactment of legislation. 

In response to a question from Senator Potter, Mr. Colbert dis- 
claimed existence of any reliable figures to show whether 964 Ply- 
mouths was a large percentage or a small percentage” of the actual 
bootlegging that has ‘been conducted. 


Page 429 
Mr. Colbert testified that his company was the last to give up an 


attempt to eliminate bootlegging by policing the sale of ears. This 
was done after they “were adv ised by the Depart nent Justice that 
it was a violation of the anti itrust laws.” He sees no AS i anger of 


the supermarket taking over * in the selling of automobiles,” 


and does not “recomme nd putting an arbitrary cancellation provision 
in “the dealer’s contract.” 


a 430 

In. confirmation of his faith that the supermarket will not take 
over, Mr. Colbert. referred to a recently completed “survey of why 
dealers go out of business,” in which he fe not “recall that any 
appreciable number gave us the reason of the supermarket idea.” 


Page 431 

Continuing, he spoke with conviction of the growing acceptance of 
competition, and of the “good dealer operating on sound ethical ‘ey . 
tices? Fw orking from early in the morning to late at night, 
days of the week, * * * and enjoying it.” 


Page 432 
Mr. Colbert asserted that his company has no “stimulator dealer- 
ships.” He supported this with a description of end of the season 
adjustments to the dealers so they may “move the cars to take care 
of the ones we are building to move back of them.” 
Page 433 
The Chrysler Corp. considers used car figures of such importance 
that, “we check the used-car market every 10 days just like new cars.” 
Mr. Jacobson indicated that this includes a “running report * * * 
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on the so-called bootleggers’ lots,” w hich revealed that the largest 
source of bootlegged Plymouth cars “came from the State of Illinois. 
The second largest from the State of Michigan, the third from the 
State of Missouri, the fourth from the State of Pennsylvania, and 
the fifth from the State of Texas.” Clearly, he said, this is not a 
pattern on which to prove that freight rates are “entirely a reason 
for bootlegging.” 

Page 434 

Mr. Jacobson and Senator Potter concluded that bootlegging varies 
in relation to the vitality of the market; when the market is soft 
there is very little bootlegging, and when it is aggressive bootlegging 
increases. The reasons for bootlegging are numerous: one dealer 
may bootleg because he is hard up for money, and another may do 
£0 because the other fellow might be doing it. Generally, the boot- 
legger is elusive and allows 4 or 5 months to pass before returning 
to an individual dealer as a source for his cars. Company efforts to 

catch up with them are therefore difficult, “but in no case have * * * 
a high percentage of the cars purchase|d| from us * * * been boot- 
legged.” 

Page 436 

Mr. Jacobson believes no serious threat accompanies the practice 
of solic iting sales beyond the area normally allotted to a dealer be- 
cause the substantial dealer who “has developed his business on a 
sound basis relies on his repeat, customers for his continued business. 
That repeat business can be best secured by rendering service and you 
cannot render a service to that buyer who may be 50 miles away from 
iiss” 

“The Chr ysler New York Co. is a service company [similar to about 
50 other] dealerships which we have started in the last couple of years 
where we have put in a new dealer; we put in our part of the money, 
up to 75 percent, he puts in 25 percent * * * with the understanding, 
wish and hope that they will buy us out and acquire the dealership 
for themselves.’ 

Mr. Colbert expressed disapproval of packing, but indicated that 
the corporation is powerless to control the practice. 

Page 436 

“When the ‘forward look’ cars were introduced in November of 
1954 * * * dealers over the country * * * put tremendous packs up 
to several hundred dollars on each one of them. We called a meet- 
ing * * * and decided that in the States where we could do it that 
we would start running ads showing * * * what the factory price 
on these automobiles was. We ran a few of those ads, and we just 
rot swamped by our dealers with complaints against it * * * the 
age so much pressure to bear on us that we Succi the fac- 
tory retail prices at Detroit * * * it means more sales to us if we 
can get them in the hands of the public at the lowest possible 
price, * * * but I don’t know any way you can handle it.” 


Page 437 
Responding to a question from Senator Thurmond, Mr. Colbert 
repeated an earlier assertion that if General Motors and Ford were 


to make no separate charge for freight, but include it in a flat price for 
the automobile, that C hrysler would find a way to meet it competi- 
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tively. He further asserted that of the 1,500,000 cars which Chrysler 
sells each year, no more than a thousand carry what “you could stretch 
to call phantom freight.” 


AFTERNOON SESSION 


Taking up retail credit and its role in automobile sales, Mr. Colbert 
said “that ‘hrysler is not in the finance business and does not take 
part in extending either wholesale or retail financing for our dealers.” 
Page 438 

It has been out of the finance business since 1938, when action by the 
Antitrust Division of the Department of Justice caused it to enter 
into a consent decree. 

The company has a lively interest in the subject, however, and 
believes that “installment credit generally * * * has done the most 
toward making possible our kind of market for consumer goods * * * 
with higher employ ment * * * and with the standard of livi ing which 
our people enjoy. 

“our records show that our Chrysler Corp. dealers are doing busi- 

ness today with more than 1,200 separate banks and finance com- 

anies. * * * None of the financing companies serving our dealers 
as more than 24 percent of their wholesale business. 

“These facts mean two things: First, nobody with a predominant 
interest in the earning of the Chrysler’ Corp. influences our dealers’ 
financing arrangements. 

“Second, the finance business of our dealers is so spread out that 
there is true competition for it, and there is no prospect of any finance 
company or bank controlling it or unduly influencing it. ” 

The company believes the business suffers from “sales in which 
the buyer at retail does not get a full understanding of the liabilities 
he is taking on and therefore signs up for more than he can pay.” 
Page 439 

After agreeing with Senator Monroney that in extending install- 
ment credit, “the bounds of normal business prudence must be govern- 
ing,” Mr. Colbert requested that the chairman’s question “of how 
available nonrecourse paper is to your dealers,” be referred to the 
company treasurer. Whereupon Mr. W. J. Simons was sworn. 


Testimony of W. J. Simons, treasurer, Chrysler Corp., 341 Massachu- 
setts Avenue, Detroit, Mich. 


The company has no exact record of the extent of recourse and non- 
recourse paper held for Chrysler dealers by some 1,200 banks and 
finance companies. 
Page 440 

Senator Monroney referred to the nationwide confusion as to 
whether automobile financing paper shall be handled with recourse or 
without, and asked where the decision is made. Mr. Simois could give 
no answer and said: “Many successful dealers deliberately finance 
their own paper and find it a profitable business, although some of 
them take the risk because they think it is the best way to do their 
business.” 

At present the average period of financing “comes down to some- 
thing under 30 months.” 
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Page 441 

Senator Monroney and Mr. Jacobson had different opinions as to 
who decides on the matter of recourse—the former expressing an 
opinion that the dealer “is bossed by the finance companies on what his 
pitch is,” and Mr. Jacobson that the decision “depends upon the 
whim of the dealer.” “The best figures we had,’ he continued, 
“showed about 60 percent of the paper was on repurchase and 40 per- 
cent on nonvegietdliise.” 

A report from the Federal Reserve Board indicated “about two- 
thirds of the paper is on a full recourse or a repurchasable basis. 
About 11 percent is recourse or repurchase limited to the amount of 
the reserve funds. About 22 percent is on a nonrecourse basis.” The 
Board also observed that nonrecourse and limited recourse paper ap- 
pears particularly prevalent in the areas around Chicago, Detroit, and 
Cleveland, and that this type of paper is increasing in importance, 
Page 442 


Mr. Colbert described the Chrysler dealer agreement as a simple, 
short recital of the basic conditions under which each party agrees to 
do business with the other. Since 1938 they have contained no speci- 
fied date on which they will expire, but have been developed with the 


expectation that Chrysler dealers have standing in their communities 
and make money. 


Page 443 

Fifteen of the clauses eliminated from the contract in 1938 are 
listed. At the same time notice of termination by the manufacturer 
was extended to 90 days and the dealer’s right to terminate was held at 
15 days. A longstanding policy that the company will ship vehicles 
only on the dealer’s or ders was included. This form continued until 
December 1951, when additional changes and deletions were made, 


but a provision was reinstated * ‘concerning reports that we expect to 
receive from dealers.” 


Page 444 

Chrysler has approximately 9,500 dealers of whom 53 percent have 
handled Chrysler lines for more than 10 years. They are divided 
as follows: 2,082 dealers or 22.3 percent for 20 years and over; 2,915 
dealers or 31.2 percent for 11 to 20 years; 1,695 dealers or 18.1 percent 
for 5 to 10 years; and 2,660 dealers for 5 years or less. 

Information secured by an independent survey agency reveals a 
definite desire among dealers “for more skilled counsel and guidance 
on the part of fac tory personnel concerning their sales problems.” 

The company now has “about 150 business management specialists 
working in the field and we are adding to that number.” Business 
management dealer meetings are being held, for which the company 
pr ovides the planning and | physical arrangements, and to which the 
dealers and salesmen provide information based on actual experience, 


Page 446 


The company encourages contacts in the form of frequent dealer 
meetings throughout the country and conferences in Detroit. In 
1955 dealers who visited the Plymouth division numbered 1,484 and 
represented over 1,200 dealer establishments, 1,122 visited the Chrys- 
ler division, 975 the Dodge division, and 733 DeSoto. 
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Since 1950, Dodge, DeSoto, and Chrysler have held dealer advisory 
conferences to which the company appoints about one-third of the 
members and the dealers elect two-thirds. 


Page 446 

These dealer conferences provide “through open, town meeting dis- 
cussion, an opportunity for any and all dealers to offer recommenda- 
tions, suggestions, and criticisms to the factory management and dis- 
cuss questions of mutual interest.” 

They meet once or twice a year for 2 days, usually in Detroit and 
are advisory. During the 5 years of their existence they have fur- 
nished the company a cross check of its business relations and “give 
the dealers assurance that their observations on the business can be 
thoroughly talked out and considered.” 


Pages 447, 448 

Chrysler has no dealer agreements that expire on a specific date, 
but termination occurs for a variety of causes: “Dealers decide to get 
out of the automobile business. They decide to take on another line. 

“* * * Dealers die, with no organization to carry on. Some fail 
financially. Others make a fortune and quit. In other cases dealers 
so conduct themselves and their business as to leave us no option but 
to cancel their agreements and replace them. 

“Tn the latter circumstances we act under a provision in our agree- 
ment that says we may cancel on 90 days’ notice. * * * essentially, 
there are only two reasons * * *: either the dealer is engaged in 
practices that are reflecting on our products and demoralizing the 
market for the other dealers representing our makes, or he is not sell- 
ing cars.” 


Page 449 

Responding to a question for Senator Payne the dealer meetings 
were described as occasions w hen the company succeeds in getting 
acceptance of their somewhat uniform accounting procedures. “When 
we * * * show them what reports we want, the reasons why we want 
them, and that the purpose is no other than to help them sell our cars, 
they fall in line and welcome us.” 

Senator Payne also asked if the corporation would cancel a dealer’s 
contract “because he falls one under the quota that the factory thought 
he should produce in the way of sales.” 


Page 450 

Mr. Colbert reserved judgment saying that action would be in ac- 
cordance with the way business had turned. However, assuming the 
quota was fair, and the low record of sales had not per sisted for a ‘long 
time, “he would not get canceled for such a performance.” 

Senator Payne asked regarding the recourse a dealer would have 
in the event a zone manager tried to force him to make an unduly 
heavy investment toward improvement of his sales quarters. 


Page 451 

In such a situation the agreement is flexible. It contains no strict 
set of rules and the field manager is expected to exercise judgment. 
Tn the end, however, “only two men in the organization can cancel, the 


divisional president, or the divisional vice president in charge of 
BS 


sales. * * * cancellations for the last 2 years have averaged 3 a month 
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for 9,500 dealers. * * * The fieldman cannot sign the cancellation. 
It has to go to Detroit and through one of those offices. * * * For 
the past 8 or 9 months we are asking that either the divisional president 
or the vice president in charge of sales investigate on the ground,” 
before the cancellation is made effective. | 

Again in response to a question from Senator Monroney, Mr. Jacob- 
son affirmed that the Chrysler dealers can carry their case to him or 
to Mr. Colbert. “A few times we have talked to the divisions and 
they have rescinded the cancellation.” 

Page 452 

“* * * any of our dealers who are about to be canceled on that 
90-day notice can go up to the president of the division. * * * Then 
* * * they can go beyond that. They come to him [Mr. Jacobson] 
and they come to me occasionally, which isn’t provided in the agree- 
ment, but we listen to them.” 

A recommendation of a zone manager can be overruled in the head 
office, and such has been done in the last 3 months. 

Page 453 

Mr. Colbert believed the company would not arbitrarily and dras- 
tically raise a dealer’s quota, except in the case of a rapidly growing 
town where competition has doubled or trebled. 

Mr. Jacobson described the case of a dealer of long standing who 
had let his business slow down due to ill health. After refusing to 
hire someone to run the business, the division chief recommended can- 
cellation. Thereafter, the dealer appealed. “We listened to him, and 
he changed his mind and decided he would go out and hire somebody 
to run his business, and we overruled the division as to cancellation 
of his franchise.” 

Regular reports to the factory on car needs and “target amounts” 
result, according to Mr. Colbert, in the dealer having “helped to set 
his own quota at that point. So it comes up from the bottom rather 
than dictated down from the top.” 


Page 454 

The company considers its dealers as customers and tries to treat 
them accordingly, using “persuasive pressure rather than arrogant 
pressure.” From among the 9,500 or 9,600 dealerships, 837 were can- 
celed during 1955. Of these about two-thirds were because of unsatis- 
factory sales performance and the remainder were due to inadequate 
facilities. After cancellation the company takes back all new cars and 
parts of the three preceding models at the factory cost plus freight, 
pays a fair rental on owned facilities for 12 months, or until the 
former dealer is able to use them for another purpose, stands a portion 
of the lease, based upon the number of cars he has previously sold, 
and helps transfer the dealership to another dealer. 
Page 456 

A dealer who succeeds one whose contract was canceled because the 
facilities were inadequate is usually required to establish in a new 
location. 

Payments incident to liquidation of a lease are determined in rela- 


tion to the number of cars sold during the previous 12 months and do 
not extend beyond the next 12 months. 
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The dealer’s share for advertising is determined by dealer confer- 
ences. Recent increases are reported to bring the total in some regions 
of expanded television coverage to $66 a car. On cancellation, any 
unspent balance of this fund in the dealer’s account is returned to 
the dealer. 


Page 456 

Chrysler advertising cost a total of $89 million during 1955, of 
which the company “spent in excess of $56 million and the dealers 
spent about $33 million.” 'This included magazine and national news- 
paper advertising, TV programs, and assistance for local ads, in 
the form of mats, artwork, plans, etc. 


Page 457 

Local advertising is at the dealer’s expense but with such help and 
guidance as he cares to accept from the company’s agency. Generally 
speaking, “there is no limit to what he can run as long as it is con- 
sistent with good practices,” but “sometimes he gets into types of 
advertising that appear to us to be detrimental and then we counsel 
with him and try to dissuade him from running some of these wild 
ads.” 

Dealer canvasses have been made recently to learn whether it is 
“desirable to split Plymouth off from the other three divisions.” To 
carry out such a program appears difficult because there are not “too 
many people who are interested in becoming automobile dealers 
today.” 

Page 458 

Progress is slow, but eventually the company expects to accomplish 
a four-way distribution in which Plymouth will be distributed the 
same as Chrysler, De Soto, and Dodge. 


Chrysler has no stimulator dealers who might be put in to unload 
a bunch of cars. 


Page 459 

Establishment of a new dealer in a community is always decided in 
terms of “the potential of the area,” and only after study and analysis 
of the market. “It would not be to temporarily stimulate the first 
dealer or anything of that kind.” Moreover, it can be a matter of 
conference between the existing dealer and the company officials. 
Page 460 

Mr. Colbert supported his optimism in the future of Chrysler Corp. 
with figures released by the AMA showing Chrysler’s percentage of 
the industry continued through the second 10 days of February 1956, 
to reach 17.6 percent. 

Senator Potter recalled that no Chrysler dealer had appeared be- 
fore the committee to cite malpractices. Whereupon, Senator Mon- 
roney announced the presence of a satisfied Chrysler dealer “who 
happened to be in Washington * * * and asked to give deposition.” 


Deposition of John Schliefer, of Huntington Park, Calif. 


Page 461 
John Schliefer, 5952 Pacific Boulevard, Huntington Park, Calif., 
testified that at no time during the past 32 years has he or his com- 
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any been forced to take extra cars nor have company officials told 
fiom how many cars to take. 
Page 462 

His relations with the Chrysler Corp. were always good, but com- 
petition with the hard-driven General Motors’ dealers forced him to 


“follow along in that momentum of chiseling” in order to maintain 
his position. 


Page 463 

He came to this country about 50 years ago, was an automobile 
mechanic in 1918. Since establishing his own business he has given 
bonuses of half a million dollars, or more than 46 percent of his busi- 
ness, to his employees. 

Page 464 Z 

His operation is financed on a fixed charge basis: 6 percent for a 
new car, and 7 percent for all used cars. Others in the business size 
a man up and charge him according to his intelligence. 

“If he does not know very much about it, they charge him anywhere 
from 8 or 9 percent. In other words, they charge him anything they 
can get out of him and make about $200 on financing, due to the fact 
that the car they are selling is at invoice, and that is the only profit 
they make—the financing.” 

Page 465 

All companies are in much the same position as regards bootleg- 
ging, but Chrysler may not be because they have not produced so 
many cars. He believes that ways and means could be found to stop 
it. Cars that are bootlegged in California are sold at three auctions, 
one of which he has attended. “There are a lot of new cars from the 
East. I would say you would find there every week, 50 General Mo- 
tors products, about 35 Ford products, and maybe 6 Chrysler prod- 
ucts.” The largest auction is at Monterey where 300 to 400 cars are 
sold each week. 

Page 466 

Of this number between one-third and one-fourth are bootlegged 
new cars. 

Mr. Schliefer criticized the freight charges as applied to automo- 
biles. He believes Chrysler is at a disadvantage because the Los 
Angeles Chrysler-Plymouth factory is the only one west of Evans- 
ville, Ind. 

Page 467 

Senator Payne observed that the committee has heard from no 
Chrysler dealer “that undue pressure of any type has been exercised 
against him in the operation of his business.” 

In response to questions from the chairman, Mr. Colbert testified 
that he favors neither the permissive antibootlegging bill, now be 
fore this committee, nor one introduced in the House by Representa- 
tive Williams of Mississippi, under which a dealer would be allowed 
to file a triple damage suit against a corporation which knowingly 
sells cars to a dealer for resale to unauthorized persons. 

The company’s position against the latter bill was amplified by Mr. 
Smith who raised the question, “what is and what is not knowingly?” 
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He then suggested “maybe it should be against. the dealer who sold the 
car into the bootleg channels because we have no way of knowing what 
the dealer will do with an automobile once it is sold. It is his car.’ 
Page 468 

Concerning efforts to legalize clauses for territorial security or area 
of service responsibility, Mr. Smith said, “We have gotten along with 
them all right. We think we are getting along without them. We 
would go either way on it.” 

Senator Monroney outlined a 3-way omnibus bill now under draft 

“which would require the charging only actual freight inbound and 

outbound as a freight component on the car * * * labeling and a pro- 
vision in the field of contracts. 


Page 469 


Following a reading of sections to be included, Mr. Colbert sug- 
gested that enactment of such a bill “would really be legislating the 
relationship between parties. I would be against any such bill.” 

Speaking in favor of a short, easily understood contract, Mr. Smith 
testified that the Chrysler agreement carries the following termina- 
tion clause : “Either party may terminate the agreement upon 90 days’ 
notice to the other.” 

Page 470 

The dealer loses no rights under such an agreement, and not only 
may sue, but does so. The com yany lost a case not long ago. A clause 
“to the satisfaction of the seller,” was struck out of the agreement 
in 1938. The figure of 36 dealer terminations out of 9,500 “does not 
include the termination initiated by the dealer. Actual turnover is, 
therefore, larger than would be indicated by the number of termina- 
tions initiated by the company. 

Within the knowledge of Mr. Colbert none of the Chrysler Corp. 
officers have any legal « or beneficial interest in independent corpora- 
tions supplying automobile dealers with goods or services; none have 
such interests in dealerships franchised by the corporation; and none 
in the financing of dealerships. 

Mr. Colbert corrected canlier testimony to show that the company 
has bought out and is the sole owner of 4 or 5 dealer enterprises, all of 
which it hopes to sell. Thees are additional to the Chrysler New York 
Co., which the corporation owns outright. 

Page 471 

“Some sons and in-laws of corporation people” own some dealer- 
ships, but such ownerships are accepted by the company as above ques- 
tion, and no preferred treatment is given them on the shipment of 
cars, 

Zone managers and regional managers are instructed not to accept 
gifts and Mr. ‘Colbert knows of no violations of importance. 


Page 472 


The company does not solicit political contributions from its fran- 
chised dealers and Mr. Colbert has no knowledge of any official having 
engaged in such solicitation. 
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Turspay, Marcu 6, 1956 


J. Arthur Younger, Representative in Congress from the Ninth Dis- 
trict, State of Californita 


Representative Younger appeared in behalf of franchised dealers in 
northern California, and the entire West, who “have suffered greatly 
from the so-called phantom freight, enacted by the automobile 
manufacturers.” 


Pages 474-485 
He included a full-page newspaper ad, two bulletins by the Northern 
California Motor Dealers Association, Inc., and a statement on boot- 


legging by that association and the San Francisco Motor Car Dealers 
Association. 


United. States Senator John Marshall Butler, of Maryland 


Pages 485-498 
Senator Butler submitted testimony in support of S. 3110, the 
“dealers’ day in court” bill introduced by him on February 1, 1956. 
This was supported by copies of editorials from the W ashington Post 
of March 4, 1956, and the Automotive News of February 27, 1956, to- 
gether with text of the bill, its background, an explanation i in the form 
of questions and answers, and an analysis of statements from 472 
franchised dealers in Maryland, who had responded to the Senator’s 
questionnaire of February 2. 


United States Senator Everett Dirksen 
Pages 498, 499 
Senator Dirksen recorded his “abiding interest in what your sub- 
committee is doing,” referred to extensive . hearings on this general sub- 
ject by the Subcommittee on Monopoly of the Judiciary C ommittee, 


and to a recent meeting when 300 dealers from Illinois, attending the 
NADA meeting in W ashington, called on him. 


Byron G. Rogers, Representative in Congress from the First District 
of the State of Colorado 

Pages 499-503 

As the authorized spokesman of the entire Colorado House delega- 
tion, Representative Rogers submitted a statement aprepered by the 
Denver Automobile Dealers Association. This described the plight of 
authorized new-car dealers in Colorado, and listed 10 difficulties for 
which the association believes the “only solution is by Federal legis- 
lation.” 
Pages 503-509 


Chairman Monroney included letters, with accompanying exhibits 
from associations of new car dealers, submitted by Senators Dennis 
Chavez, of New Mexico, John C. Stennis, of Mississippi, A. Willis 
Robertson, of Virginia, and by Representatives Cleveland M. Bailey, 
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of West Virginia, Charles S. Gubser, of California, and Jamie L. 
Whitten, of Mississippi. 
Pages 509-547 

Letters addressed to Senator Monroney from officers of new-car 
dealer associations and individual dealers in all parts of the country 
thank the subcommittee for its conduct of the hearings, and endorse 
the testimony submitted by Adm. Frederick J. Bell, of NAD 
Pages 547-551 

Articles and editorials protesting phantom freight, bootlegging, 
and dealer pressures, from the Iowa Ledger, Fair field, Towa; the Trib- 
une, Tulsa, Okla. ; Printers’ Ink; and the Register, Oelwein, Iowa 





Wepnespay, Marcu 7, 1956 


Carl Albert, a Representative in Congress from the Third District, 
State of Oklahoma 

Pages 553-555 

Representative Albert described existing bootlegging practices for 
the control of which many dealers in his district “feel desperately in 
need of help.” 

Hon. Barry Goldwater 

Pages 555-559 

Senator Goldwater reviewed difficulties experienced by automobile 
dealers in Arizona, as revealed by 113 out of over 220 who replied to 
the subcommittee’s questionaire. Despite their expressions of con- 
cern and dissatisfaction over such burdens as come with existing boot- 
legging practices, application of phantom-freight, and des aler pres- 
sures, he concludes that “as a group they are fundamentally opposed to 
any dependence upon the Federal government in the operation of their 
own business, including their relationship with the factories.” He 
commended the subcommittee for initiating the hearings and for the 
manner in which they are being conducted, and added: “you will be 
doing a great service to America and the free enterprise system, as well 
as the automobile industry and dealers, if you can force the resolving 
of this problem between themselves and keep it out of legislation.” 


| 
| 
| 
| 
| 


Hon. Carl Hinshaw, a Representative in Congress from the 
State of California 

Pages 559-570 

Representative Hinshaw described his efforts to make “illegal the 
charging of so-called phantom freight,” and referred to his bill, H. R. 
9971, ~ and others considered in hearings before the House C ommittee 
on Interstate and Foreign Commerce on July 21 and 22, 1954. His 
efforts to amend the Federal Trade Commission Act, by H. R. 9917, 
were shown in excerpts from the Congressional Record of August 12, 
1954, and a letter from the Chairman of the Federal Trade Commis- 
sion of July 23, 1954. Another letter from the Chairman of the Fed- 
eral Trade Commission, dated March 7, 1956, testified to his continued 
efforts in opposition to phantom-freight charges. Despite the Com- 





| 
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mission’s disapproval of similar bills before the 84th Congress, Repre- 
sentative Hinshaw asserted: “The bootlegger of automobiles in Cal- 
ifornia has been able to make as high as $300 a car, or make deals $300 
a car less than the legitimate dealers.” 

A statement to Lincoln dealers, issued by the Lincoln division, Ford 
Motor Co., shows recent. changes in net delivered costs to dealers, 
dated February 16, 1956. 


Senator Gordon Allott, State of California 
Pages 570-572 
Senator Allott submitted a letter from the Denver Automobile 
Dealers Association, and gave assurance that he “will be happy to 
work with this committee in promoting any legislation which will be 
designed to cure these ills and defects.” 


Hon. Russell B. Long 

Page 572 

Senator Long referred to a lack of unanimity, among Louisiana 
dealers concerning the problem of bootlegging, as revealed in replies 
to a questionnaire of 2 years earlier. He concluded that the manu- 
facturers have the power to stop the more serious aspects of boot- 
legging and that they “should immediately cease the practice of 
charging phantom freight in * * * the deliver of new automobiles.” 
He expressed the hope that the subcommittee will recommend “meas- 
ures to the Congress which will be appropriate and helpful to the 
automobile dealers. I certainly expect to support such measures with 
enthusiasm when they reach the floor of the Senate.” 


Abraham J. Multer, Representative in Congress from the State of 
New York 

Pages 574-584 

Speaking in support of the work of the subcommittee and of the 
Federal Trade Commission’s order of November 12, 1941, that the 
General Motors Corp. “cease and desist from their practices of com- 
pelling their dealers to buy parts whether they are needed or not,” 
Representative Multer said he is “firmly convinced that unless this 
committee and its counterpart on the House side will bring forth an 
all-inclusive bill covering hogs abuses and attempting to correct them, 
the industry will never do anything.” He also urged for protection 
of our American public, “all-inclusive language that will require 
every manufacturer * * * to issue a certificate of fitness showing 
* * * that the vehicle has been road tested.” 


Senator John J. Sparkman, of Alabama 
Pages 584-587 
Senator Sparkman quoted figures showing how automobile deal- 
ers, along with other small businesses, have suffered in the alarming 
increase in business failure. He expressed hope that the work of 


this subcommittee will bear fruit in the form of improved factory- 
dealer relationships. 
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Hon. Paul Brown, Member of Congress 


Pages 587, 588 

Heavy pressure from the giant automobile manufacturers, forcing 
dealers to accept more cars than they can profitably handle through 
established channels was credited by Representative Brown as a major 
contributory cause to the low financial status of more than half of 
the Nation’s new-car and truck dealers. To correct this, he urged 
a Federal statute that would insure enforcibility of contracts between 
new-car dealers and manufacturers; reestablish territorial security ; 
and outlaw phantom freight charges. 


Hon. F. C. Gathings, Member of Congress 


Pages 588-590 

The Arkansas dealers were reported by Representative Gathings 
as anxious for continuation of this congressional inquiry to the end 
that “bootlegging, manufacturer- dealer relationships, freight dif- 
ferentials, and other such pressing issues,” will be considered for ac- 
tion by Congress. 


Senator Joseph C. O'Mahoney 

Pages 590-592 

Responding to desires of the automobile dealers of Wyoming, Sen- 
ator ¢ "Mahoney congratulated the committee for having influenced 
the General Motors Corp. to make sweeping reforms in its dealer 
relationships. Warning that these concessions may be withdrawn 
after Congress adjourns, he said: “Our great problem is to estab- 
lish by legislation definite responsibilities to which management must 
adhere in order to preserve the economic freedom of the ‘dealers with 
whom they are associated.” He spoke also of the need that Congress 
provide for control of great corporations, such as the General Motors 
Corp., which can influence the economic policies of foreign countries 
where they hold charters. 


Congressman Kenneth J. Gray 
Pages 593-597 

During his experience as a franchised new-car Chrysler-Plymouth 
dealer, Representative Gray purchased Plymouths from the Evansville 
factory, 85 miles away. He paid full freight charges from Detroit 
to his hometown, West Frankfort, I1., regardless ‘of whether they 
were delivered to his door, or driven from Evansville by one of his 
men. He thinks such “phantom freight charge is strictly unfair.” 

He expressed the opinion that manufacturers favor so-called new-car 
bootlegging, because it means more sales to them, and frees the factory 
from its share of the warranty costs. 

Correction can be achieved with legislation that “would wed the 
dealer and the manufacturer together.” It could be ac complished by 
the manufacturers were they “to make the type of merchandise that the 
public deman ds, and the dealer can sell, and * * * to only give that 
dealer what ho ordered and not cram something down his throat.” 
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Hon. Tom Steed, Member of Congress from the Fourth Congres- 
sional District, State of Oklahoma 

Pages 597, 598 

Responding to the expressed attitude of a large majority of 
automobile dealers of Oklahoma, Representative Steed believes legis- 
lation should be enacted to restore sales and and service responsibility, 
and eliminate the practices of bootlegging and phantom freight. To 
this end he introduced H. R. 6544 in May 1955. 


Congressman A. M. Fernandez, of New Mewico 


Pages 598, 599 

In behalf of a delegation of nine New Mexico dealers, who had 
recently called on him, and who spoke for “virtually every dealer in 
our State.” Representative Fernandez endorsed the committee’s ef- 
forts for corrective legislation. 


Keith Thomson, Member of Congress from the State of Wyoming 


Pages 599-601 

Representative Thomson believes the dealers have not exhausted 
their own resources with which to correct the evident abuses. They 
“require our attention and study, and possibly legislation,” and if 
legislation appears necessary, its main objective should be to set forth 
the terms of factory-dealer relationship and provide definite grounds 
for revocation such as can be the basis for court action. He believes 
problems of long-credit deals incident to the use of recourse paper 
can be solved without Government interference, that bootlegging might 
be reduced were the antitrust laws clarified so as to extend power to the 
manufacturers, and that legislation is needed to stop charging for 
phantom freight. 


Hon. William Jennings Bryan Dorn, a Member of Congress from 
the State of South Carolina 

Page 601 

Consideration of bills endorsed by the NADA, and especially 
those that will protect the automobile dealers’ franchise and eliminate 
phantom freight, was urged by Representative Dorn. 
Pages 601, 602 

Correspondence between Representative Albert Thomas of Texas 
and the Jimmie Green Chevrolet Co., Houston, Tex. 
Page 602 

A letter to the chairman from Representative George S. Long, of 


Louisiana, urged steps to enable the automobile industry to operate in 
a more orderly fashion. 
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Hon. Frank Carlson, a United States Senator from the State of 
Kansas 
Pages 603, 604 
Senator Carlson listed bootlegging, phantom freight, and loss 
of dealers’ rights to sue in courts for violation of their selling agree- 
ments, as problems demanding attention by the Congress. 


Pages 604-609 

Letters and prepared statements from Senators Olin D. Johnston, 
of South Carolina; and Stuart Symington, of Missouri; and from 
Representatives Fred Marshall, of Minnesota; Albert Thomas, of 
Texas; Dante Fascell and A. S. Herlong, Jr., of Florida; Craig 
Hosmer, of California; Winston L. Prouty, of Vermont; Frank E. 
Smith, of Mississippi; Lee Metcalf, of Montana; and Phil Weaver, 
of Nebraska, approve the work of the committee and urge considera- 
tion of appropriate legislation. 


Hon. James Roosevelt, Member of Congress 


Pages 609-620 

Five years’ experience as operator of an automobile finance com- 
pany, and membership on the House Select Committee on Small Busi- 
ness, lead Representative Roosevelt to point with alarm to the extent 
to which “the so-called independent retail dealer has been robbed of 
his independence and exploited by the large supplier.” He described 
a petroleum industry pattern which “appears to be identical to the 
pattern of control in the automotive, farm implement, and other 
industries where there is dealer relationship.” The solution “is to 
give to the thousands of individual complainants harmed by monop- 
olistic practices the ability, resources, and encouragement necessary 
to enable them to file and diligently prosecute their own private 
actions.” 

To meet the problem he introduced H. R. 8395, a bill to amend the 
Clayton Act and provide “freedom of choice in trade.” This and 
S. 3107, as introduced by Senator Wayne Morse, are included as a 
part of his statement. 


Pages 620-622 
The work of the committee and the need for congressional action 


are supported by statements submitted by Representatives George 
Huddleston, Jr., of Alabama, and Charles A. Boyle, of Illinois. 


W. C. Blount, Hinesville, Ga. 

Pages 623-647 

W. C. Blount is a Chevrolet-Oldsmobile dealer from Hinesville, 
Ga., a small town 40 miles southwest of Savannah. He started as 
an automobile salesman in 1929, and has held his present franchise 
since 1949. His corporation is now valued at $75,000 to $100,000. 
With the advent of serious economic conditions accompanying a 
drought which began about 2 years previously, “the larger automobile 
dealers started the practice of charging $199 or less as a downpayment 
on new cars.” An inquiry revealed “that certain dealers were selling 
their pee to the finance companies nonrecourse.” 

“TI have tried unsuccessfully since that time to get nonrecourse 


financing and have been repeatedly told that small country dealers 
could not have terms of that nature. I couldn’t sell a late-model used 











DIGEST OF TESTIMONY 75 


car for $400 or $500 down when the papers were full of such ads as 
I have here.” Following are reproductions of 10 full-page ads. 

To meet the situation he loosened credit and increased volume, but 
always with his personal guaranty supplementing that of the corpo- 
ration. Selected paragraphs from GMAC manuals were submitted, 
one issued in early 1955, and another as of February 7, 1956. This 
is followed (p. 639) with a copy of the GMAC guaranty as presented 
to him on February 7. 

To meet the pressures of General Motors Corp. sales officials, he 
increased his volume by selling to service people in nearby Camp 
Stewart, but the necessary repossession of cars required the purchase 
of $33,483 worth of paper since October 1955. He now owes the finance 
company $25,604 on recently returned cars. 

To show that small dealers can get no better treatment from the 
other major finance companies, a copy of the guaranty and waiver 
used by the Commercial Credit Corp. is included (p. 643). 

The sale of repossessed cars is made difficult because of competition 
with bootlegged cars. 


Hon, Allen J, Ellender, United States Senator from the State of 
Louisiana 

Page 648 

Senator Ellender expressed conviction that dealers’ ills incident to 
“bootlegging, phantom freight, unrealistic and highly discriminatory 
manufacturer-dealer contract provisions” et al., must be rectified, 
and, if possible, without legislation. However, if legislation proves 
necessary, he urges “consideration to measures that will bring order 
out of the present chaos.” 


Hon. George A. Smathers, United States Senator from the State of 
Florida 

Pages 648-650 

Speaking in behalf of the hundreds of franchised new car and truck 
dealers of Florida, Senator Smathers expressed the belief that “they 
do not advocate or seek Government regulation of the automobile 
business * * * [but] simply * * * to be permitted to operate their 
own businesses free from any arbitrary controls.” 

He voiced the hope the subcommittee will “favorably consider legis- 
lation which will guarantee removal of these inequities.” To this 
end, he urged consideration of S. 2929, and H. R. 2688. 


Hon. Edward J. Thye, United States Senator from the State of 
Minnesota 

Page 661 

Inequities inherent in the sale and distribution of new and used 
automobiles, as submitted to him when chairman of the Senate Small 
Business Committee during the 83d Congress, in terms of bootlegging 
and phantom freight, have been pointed up in letters which he has 
received from Minnesota dealers. Criticism was also directed toward 
the contractual arrangement between the manufacturers and the 
dealers. To correct existing inequities, Senator Thye expressed the 
hope “that this committee may recommend a revised franchise agree- 
ment for use in this industry.” 

95502—57-——6 
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Hon. Milton R. Young, United States Senator from the State of 
North Dakota 

Page 652 

More than 30 years’ experience by his father and 2 brothers, as 
automobile dealers, helped Senator Young to the conviction that deal- 
ers need protection against. the practice of bootlegging and the evil of 
phantom freight. He believes “something must be done to strengthen 
the security of the dealer’s franchise.” The automobile manufacturer 
has the power to correct, or at least to mitigate, these evils, but has 
demonstrated reluctance to do so. This brings Senator Young to the 
“considered opinion that Federal legislation is imperative.” 


Hon. Frank A. Barrett, United States Senator from the State of 
Wyoming 

Page 653 

Talks with car dealers in Wyoming lead Senator Barrett to con- 
clude they are in search of protection “from unwise policies that may 
be forced upon them without their consent or approval,” but that 
they do not wish the Government to “step in and set up-controls.” 
“Signs that the manufacturers and dealers are taking steps on their 
own account to improve the situation” lead him to urge against 
hastily conceived legislation, but to take such action as will insure 
the small, independent businessman “a fair chance to protect his 
investment.” 


Hon. Torbert H. Macdonald, a Representative in Congress from the 
Eighth District of the State of Massachusetts 


Pages 654, 656 

Unethical and unfair practices of manufacturers to force dealers 
to unreasonable quotas of cars and trucks, as provided in current 
selling agreements, bootlegging, and the “pernicious practice of levy- 
ing ‘phantom freight’ charges on buyers of new automobiles,” were 
singled out by Represent: itive Macdonald as abuses and questionable 
practices to which the Congress should give early consideration. 


Hon. Charles FE. Bennett, Representative in Congress from the Second 
District of the State of Florida 
Page 657 
Representative Bennett sees merit in the NADA proposals for leg- 
islation, and hopes the committee will report out bills to accomplish 
the objectives. 


Hon. George H, Mahon, Representative from the 19th District of the 
State of Texas 


Page 658 

On the basis of information received from many automobile deal- 
ers of his district, Representative Mahon expressed the hope that man- 
ufacturer-dealer relations may continue to improve. 


| 
i 
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Hon. John Jarman, Representative in Congress from the Fifth Dis- 
trict of the State of Oklahoma 
Page 658 
Representative Jarman singled out phantom freight as especially in 
need of remedial legislation. Of 348 Oklahoma dealers who an- 
swered the questionnaire, 296 indicated their desire that this unnec- 
essary and fictitious charge be eliminated. 


Hon. James D. Wright, Jr., Representative in Congress from the 12th 
District of the State of Texas 

Page 659 

More than 60 franchised automobile dealers in Representative 
Wright’s district regard auto bootlegging, phantom freight charges, 
installment credit, and factory coercion as urgently in need of cor- 
rection. Accordingly they have united in endorsing the NADA legis- 
lative program. Moreover, machinery such as can give dealers re- 
course from the easily canceled franchises is so needed that the Gov- 
ernment will be shirking its constitutional obligations should it fail 
to provide it. 


Hon. T. Ashton Thompson, Representative in Congress from the 
Seventh District of the State of Louisiana 

Page 660 

Personal interviews and letters received by Representative Thomp- 
son convince him that the chief cause of the woes of the franchised 
new-car dealers of this country is the “one-sidedness of their franchise 
agreements.” To correct this, he pledged his every effort “to aid and 
support any legislation which will give the franchised new-car dealers 
that element of security to which they, as independent, small-business 
men, have so long been entitled.” 


Hon. M. G. Burnside, Representative in Congress from the Fourth 
District of the State of West Virginia 
Page 661 
Representative Burnside endorsed legislation before this committee 
to regulate phantom freight, bootlegging, dealer-factory relation- 
ships, and automobile financing. 


Hon. Melvin Price, Representative in Congress from the 24th District 
of the State of Illinois 

Ee age 8 662- 664 4 

Representative Price questioned the soundness of a prosperity “cre- 
ated by forced-draft operations on the part of huge corporations which 
can terrify and manipulate the relatively small-business men who are 
the retailers.” That such bad business practices may not precipitate 
a financial crash, he proposes drafting legislation “to overeome phan- 
tom freight and other ‘packs’ in the automo ‘bile industry and to 
protect. the consumer and small-business man retailer.” 
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Hon. John J. Dempsey, a Representative at Large in Congress from 
the State of New Mexico 
Pages 664-666 


Information provided by the automobile dealers of New Mexico, 
most of whom are members of the NADA, convinces Representative 
Dempsey that they suffer from unfair and illegitimate competitive 
invasion of their terrtory, and from undue pressures due to the lack 
of mutuality in their contracts with the manufacturers. He is re- 
luctant to take legislative action unless really necessary, but urges 
the committee not to delay “such action as will restore these many 
thousands of businesses to a position of economic security.” 


Hon. Chet Holifield, a Representative for Congress from the 19th 
District in the State of California 
Pages 666-667 


Representative Holifield expressed the continued support of the 
Motor Car Dealers Association of Southern California for NADA’s 
pending legislation, and voiced fear “that the new-car dealers are faced 
with the threat of extinction unless their status as free, independent 
businessmen is restored.” He hopes this committee “will bring forth 
a solution to this modern dilemma of our most important mass-pro- 
duction industry—continued overproduction of cars by the manu- 
facturers and continued overassignment of car quotas.” 


Hon. Robert T. Ashmore, a Representative in Congress from the 
Fourth District of the State of South Carolina 


Page 667 


Representative Ashmore is convinced “that legislation would be 
proper and advisable in order to prevent the automobile manufac- 
turers, primarily the Big Three, from becoming monopolies. * * * 
they should be forced to enter into fair and equitable contracts with 
their dealers.” 


Hon. Usher L. Burdick, Representative at Large from the State of 
North Dakota 
Page 668 
Representatives Burdick hopes the committee will draft a bill to 
restrain manufacturers from forcing dealers to accept more cars than 
they order or are prepared to accept, and compel them to do business 
on a basis that dealers can meet. 


Hon, Alvin M. Bentley, a Representative in Congress from the Eighth 
District of the State of Michigan 
Pages 668-670 
The committee was urged to encourage early hearings on H. R. 
5786, introduced by Representative Bentley on April 22, 1955, and 
referred to the House Ways and Means Committee. This bill would 
amend the Internal Revenue Code of 1954 to release the purchaser of 
a motor vehicle of any Federal tax lien of which the purchaser has no 
= era He also urged committee action on Senator 
otter’s pending S. 2929, to provide recourse by the dealer to the 








DIGEST OF TESTIMONY 79 


courts in the event his franchise is canceled for alleged a 
or for other reasons. Finally, Representative Bentley urged the Fed- 
eral Trade Commission Act be amended to prohibit manufacturers 
from charging dealers with phantom freight. 


Hon. Otto Krueger, a Representative at Large from the State of 


North Dakota 
Page 670 


In behalf of the North Dakota automobile dealers, whose civic- 
mindedness is attested by the large numbers who also serve as school 
board members, mayors, State legislators, et al., Representative 
Krueger voiced special interest in H. R. 528, H. R. 2688, and H. R. 
6544. These bills would give the dealer a measure of protection 
against bootlegging, and would do away with phantom freight. 


Hon, William H. Avery, a Representative in Congress, from the First 
District of the State of Kansas 
Page 671 


Representative Avery described three bills introduced by him and 
commended them as “the best solution which anyone has suggested 
so far.” These are: H. R. 9247, to prohibit the charging of Shuritben 
freight; H. R. 9248, to allow the reinsertion of a sales and service 
responsibility clause in dealer-factory selling agreements; and H. R. 
9251 to permit the reinsertion of antibootlegging clauses in the dealer 
selling agreements. 


Hon. Walter H. Judd, a Representative in Congress from the Fifth 
District of the State of Minnesota 

Page 672 

Bearing in mind the callous disregard which certain automobile 
manufacturers have shown for their retail dealers and for the economy 
of the Nation as a whole, and the indication that some have learned 
nothing from the reckless overenthusiasm and excesses of 1929, 
Representative Judd urged the committee to report favorably on 
legislation designed to eliminate bootlegging and prevent one-sided 
cancellation of dealer franchises. 


Hon. H. R. Gross, a Representative in Congress from the Third 
District of the State of lowa 

Page 673 

With the benefit of the committee’s exhaustive hearings on coercive 
measures such as forced selling, phantom freight charges, threats of 
cancellation and reprisal, and one-way contracts, Representative Gross 
urged the subcommittee to submit “proposals to the Congress which 
will offer a measure of protection to auto dealers and the public with- 
out eliminating competition and free enterprise.” 


Pages 673-682 


Letters from Members of Congress and from their automobile 
dealer constituents, endorsing H. R. 528, H. R. 6544, H. R. 2688, H. R. 
5786, and H. R. 5553, are inserted as part of the record. 
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Tuurspay, Marcu 8, 1956 
Harlow H. Curtice, president, General Motors Corp. 
SUMMARY 


Following the appearance of Mr. Curtice before the Senate Sub- 
committee on Antitrust and Monopoly in November 1955, and after 
extensive consultation with dealers, the General Motors dealer selling 
agreement. was subjected to a c omplete review. This review, and a 
survey of the administration of distribution policies, led to revision of 
the selling agreement, effective March 1, 1956. 

Dealers may accept the new agreement for 1 year, for a term of 5 
years, or for an indefinite period cancelable upon 90 days’ notice 
without cause. Previously, contracts were for a single year. 

A clause in the old contract requiring that “the dealer shall properly 
oo the sale of motor vehicles to the satisfaction of the division” 

yas eliminated. This was in response to complaints that the previous 
angles had been used as a cause for terminating the franchise. 

Dealer sales performance under the new agreement will be de- 
termined primarily in relation to the performance of other dealers in 
the dealer’s zone, and also in relation to performance at the regional 
and. national levels. Local conditions over a considerable period of 
time will be considered. 

Changes in the new agreement include provision for greater com- 
pany contributions to “advertising, and increased allowances on 
obsolescent parts, automobile inventories, and warranty labor costs. 
Other revisions designed to ease the bur den upon a dealer whose fran- 
chise is terminated, include greater consideration to the heirs in event 
of his death. 

In addition to preparing a new selling agreement, General Motors 
has engaged a qualified and exper ienced umpire to supersede the old 
dealer relations board in receiving appeals from dealers. 

The company has created an office of executive vice president in 
charge of dealer relations to be filled by Mr. Ivan Wiles, current vice 
president of General Motors and general manager of Buick division. 
Dealers may appeal directly to Mr. Wiles who will act independently 
of the sales and distribution activities of the company. Mr. Wiles 
will keep abreast of public opinion among dealers and will report 
directly to Mr. Curtice. 

Especially noteworthy among other benefits is the company’s new 
low-cost group life insurance program for dealers. 

Mr. Curtice stated that the lending program to dealers, through 
General Motors holding division, is not for the purpose of gaining 
permanent interest in any dealer ships. 

Every effort to distribute cars according to dealers’ specifications 
is included in the company’s plan. Henceforth, the dealer whose 
specifications cannot be filled will be given an option of accepting the 
model available, waiting for the model he requested or canceling 
his order. 

Mr. Curtice is “unalterably opposed to unethical advertising of 
any kind.” The new selling agreement contains a clause alling for 
a high ethical standard in advertising. 
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An antibootlegging clause and one providing territory security for 
enfranchised dealers were dropped from the selling agreement in 1949 
because Justice Department vain ys indicated they were illegal. Mr. 
Curtice favors reinstating such clauses whenever they are no longer 
considered illegal. He believes they would help to minimize over- 
production and maldistribution as well as bootlegging. 

General Motors was unsuccessful. in seeking Justice Department 
approval of a clause in dealer contracts which would have “required 
the dealer to offer cars back to us at dealer’s cost before disposing of 
them in bootleg channels.” 

Bootlegging is bad for the manufacturer’s customer relations and 
can sometimes be dangerous for the customer since bootlegged cars are 
not properly conditioned before delivery. 

Overproduction is not a major cause of bootlegging since non- 
franchised dealers are not interested in stocking cars for which there 
is no demand. Moreover, dealers are not always responsible for new 
cars which enter bootleg channels. Bootleggers sometimes pay retail 
purchasers premium prices in order to get new car models. The dealer 
had sold the car in good faith to the purchaser who resold to the 
bootlegger. 

The resurgence of price packing, accompanied by “blitz” selling 
in the middle of 1953, “was not initiated by General Motors dealers.” 
Once the practice was underway Mr. Curtice was forced to condone it 
so dealers could meet competition. Price packing, like deceptive 
advertising, has contributed significantly to bootlegging. 


PAGE-BY-PAGE DIGEST 


DEALER RELATIONS 
Pages 685-687 

The franchise relationship has evolved as the approach best suited 
to the interest of the customer and to the unique mutuality of interests 
existing between the automobile dealer and his manufacturer. The 
substantial investment required to effectively display, sell, and serv- 
ice automobiles does not permit “department store” methods of distri- 
bution. 

No quantity provisions are spelled out in the franchise contract. 
Their inclusion would be mutually hazardous, and particularly to the 
dealers, few of whom have information upon which to base require- 
ments over a necessary period of 3 months. 

A unique feature in the franchise approach is the assistance it per- 
mits the manufacturer to render the automobile dealer. This includes 
technical help, programs in sales and servicing, advertising, business 
management, factory training of mechanics, and warranty and prod- 
uct service programs. 

Capital provided by dealers, sometimes assisted by the manufac- 
turer, is a normal investment risk, but the manufacturer’s risk in re- 
liance upon a salable product is even greater. The manufacturer bears 
these risks plus those of high annual tooling costs, the warranty of his 
product, and legal liabilities in the event a defective part results in 
property damage or personal injury. Legal liability rests with the 
manufacturer even when responsibility for inspection of the faulty 
part is that of the supplier. 
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Pages 687-688 

“In no business is the relationship between factory and dealer closer 
or more important.” Emphasis has been on quality dealers for many 
years, but certain changes in marketing practices since the war have 
been unfortunate; “in some areas correction has been beyond our 
control.” 

Following his appearance before a Senate Subcommittee on Anti- 
trust and Monopoly in November 1955, Mr. Curtice initiated a com- 
plete review of General Motors selling agreement, its administration, 
and the administration of the company’s distribution policies. At a 
General Motors dealers’ council meeting members’ views were dis- 
cussed. The corporation’s proposals were then presented and after 
thorough discussion, changes and suggestions were adopted. 

Responsibilities of the manufacturer are to provide a salable prod- 
uct, to select and locate qualified dealers, and to provide wholesale dis- 
tribution of the product. Dealers’ responsibilities are to provide ade- 
quate facilities for selling and servicing, to develop the territory as- 
signed, and to set high standards in all phases of the business. 


REVISED SELLING AGREEMENT 
Page 689 
General changes, including those of policy, contained in the revised 
selling agreement are all “to the benefit of the dealer and, we believe, to 
the ultimate benefit of the customer.” The revised agreement contains 
the following changes: 


Policy changes 

1. Dealer may now nominate any qualified person active in the 
business to succeed him; formerly, only sons of sons-in-law active 
in the business were eligible. 

2. Provision for remaining member or a jointly owned operation 
to continue the dealership. 

3. Dealer may now elect that his widow retain a financial interest 
in the dealership for a period of 5 years. 

4. If requested upon death of dealer, termination of selling agree- 
ment will be deferred for a period of not less than 90 days nor more 
than 1 year. 

5. Upon termination of contract, for certain reasons, the company 
will help dealer locate a purchaser or lessee, or will purchase and 
lease premises at a fair and reasonable value. If premises are leased 
by dealer, company will help in locating a substitute lessee, or will 
reimburse dealer for rental up to a period of 12 months. 

6. In event of death of dealer, company will assist in locating ¢ 
purchaser or lessee. 


Page 690 

7. Upon termination of contract, company will purchase certain 
unused parts; also new accessories bought in the last 12 months. 

8. Upon termination of contract, company will buy back all spe- 
cial service tools recommended by it and purchased by dealer within 
past 3 years. 

9. New contract spells out basis for evaluating dealer sales per- 
formance and eliminates provision that dealer “shall properly develop 
the sale of motor vehicles to the satisfaction of the division.” Com- 
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petitive performance of dealer will now be compared with that of 

other dealers. Other pertinent factors such as population changes, 

availability of new cars, and local conditions affecting sales, will be 

considered. Fulfillment of facilities and service obligations, and 

dealer’s standing in the community will also be considered. 
Economic changes 

Page 691 

10. Allowance under General Motors parts obsolescence plan in- 
creased from 2 to 4 percent of annual purchases. 

11. General Motors allowance and new cars, and Chevrolet trucks 
of preceding model year remaining in stock when new models are 
announced was increased from 4 to 5 percent. 

12. Since 1941 General Motors has accepted warranty claims on all 
new cars up to 12,000 miles or 12 months. Under 1953 agreement, 
company reimbursement for warranty repairs on cars sold by a dealer 
was 65 percent of labor costs and 100 percent of parts cost plus 10 
percent. New contract increases reimbursement on labor costs to 
100 percent. 

13. Period in which purchased parts can be returned to company 
increased from 30 to 90 days. 

14. Company to contribute 50 cents to cooperative advertising 
funds for each dollar contributed by dealers, and to permit divisional 
dealer councils to discuss spending of the funds. 


General changes 
Provision for high ethical standard in advertising. 
16. Simplification of language of contract. 


Other changes 


17. Elimination of many clauses of limited application and of others 
causing irritation. 


New “selling agreement to go into effect March 1, 1956. 


CHOICE OFFERED ON TERMS OF AGREEMENT 
Page 692 

The previous duration of the selling agreement was 1 year, cancel- 
able by the dealer without cause on 30 days’ notice, and by the cor- 
poration only for cause. The dealer may now choose this agreement 
or a similar agreement of 5-year duration. In edceteans he may 
sign a contract of indefinite term, cancelable by the dealer without 
cause on 30 days’ notice and by the corporation without cause on 90 
days’ notice. 

The validity of termination by the corporation for cause may be 
tested in the courts, and if no cause is found to exist, relief may be 
furnished in the form of money damages. “The franchise relation- 
ship is made possible by the product, which * * * is subject to disposi- 
tion by the manufacturer. Therefore, the franchise itself should be 
subject to disposition by the manufacturer.” Furthermore, an ele- 
ment of personal relationship exists in each franchise. 

Expiration of the agreement after a reasonable period of time is 
necessary to enable the manufac turer to make revisions to meet chang- 
ing conditions. However, “the reaction by the dealers to the 5-year 
term has been very favor able.” 
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Page 694 


Company policy is to advise the dealer of specific situations to 
be corrected and to help him with his problems before terminating 
a selling agreement or withholding its renewal. Nonrenewals have 
been relatively low. “Complete zone and regional files of a dealer are 
reviewed by the division central office * * “* before notices of can- 
cellation or nonrenewal are served. The general sales manager must 
approve the action.” The company is engaging a qualified and ex- 
perienced umpire, who will supersede the dealer relations board, to 
review actions of the general sales manager. 

The company has created the office of executive vice president in 
charge of dealer relations to insure dealers a direct line of communica- 
tion to top management. “Ivan Wiles, who has been a vice president 
of General Motors and general manager of Buick division, has been 
selected (for the office).” Mr. Wiles will act independently of the 
sales and distribution activities of the company. He will survey and 
report to Mr. Curtice on public opinion among dealers. 


OTHER IMPROVEMENTS TO BENEFIT OF DEALERS 


The cost of direct-by-mail programs on new cars, previously charged 
to the dealer, will now be ch: irged against the increased factory por- 
tion of the cooperative advertising fund. All costs of sales contests 
and owner magazines, heretofore paid by the dealer, will now be 
shared equally “by the dealer and the division. Warehouse charges 
on cars delivered through warehouses will be eliminated. Collection 
dates have already been extended where nec essary so that dealers will 
not have to pay for cars before they are received. The company’s 
low-cost group life-insurance program permits dealers under age 
65 to obtain policies up to $100,000 without medical examination. The 
amount of insurance will vary with the size of dealership. The cost 
will be shared by participating dealers and the corporation. 

Page 695 

A forum for discussion of mutual problems throughout the country 
will be provided, with dealer councils at the zone level elected by the 
dealers, councils at the regional level elected from the zones, and coun- 
cils at the national level elected from the regions. The company plans 
to expand business-management services in response to dealer requests 
and to add zone officers as needed. 


REPLIES TO QUESTIONS OF SENATOR MONRONEY 
Page 696 


Mr. Curtice said that General Motors policy is “100 percent” behind 
maintenance of the enfranchised dealer system. 


Pages 697,698 

In estimating future demand, the company relies (in part) upon a 
definite system of projections by dealers at the zone level for the 
current period plus the next 3 months. The company is required 
to make commitments up to 3 months in advance to assure delivery of 
materials to the fabricating plants. 
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Testimony of William F. Hufstader, vice president in charge of 
distribution, General Motors Corp. 
Pages 699, 700 

Mr. William F. Hufstader testified in regard to the case of Mr. 
Luther Massey, a Buick dealer in Beaumont, Tex., whose franchise 
with General Motors was terminated in 1955. He testified that the 
latter’s sales were subnormal from 1953 through 1955; “in 1958, 280 
Buicks [sold] against a possible potential of 431; in 1954, 305 as 
against a potential of 445, and again in 1955, 332 against a possible 
potential of 482.” 

With reference to Mr. Massey’s statement that his sales were only 
one car below the national average in January 1955, Mr. Hufstader 
said that the national average for that date was not known when the 
testimony was taken on February 10, 1955, and that Mr. Massey had 
later acknowledged this fact. Mr. Hufstader presumed that local 
registration figures may have been used as the basis for the statement. 
He described Mr. M: issey’s operations as consistently a subnormal 
performance, and according to actual registration figures, no im- 
provement was shown during 3 consecutive years. 

Page 701 

Mr. Hufstader admitted that Massey was replaced by a firm financed 

by Motor Holding Co., a subsidiary of General Motors, but he denied 


that the firm’s newspaper advertisements had been drafted by Motor 
Holdings division of General Motors Corp. 
Pages 702, 703 
Mr. Hufstader acknowledged that a form letter had been sent cer- 
tain Buick dealers along with a tendered franchise agreement for the 
coming year (as reported in Automotive News, October 25, 1954). 
Mr. Curtice later noted that “about 140 such letters” had been sent out. 
Mr. Hufstader said the use of such letters has since been discontinued. 
Mr. Hufstader said Mr. Massey could have discussed his problem 
with persons above the zone manager level before his contract expired. 
He was quite sure a number of dealers had done so. 


Page 705 
Mr. Curtice assured Senator Monroney that no reprisals would be 
taken by sales personnel against dealers who took their case to the vice 
president in charge of dealer relations. 
Page 706 


Dealers are not asked to absorb such factory production mistakes 
as might result from overestimating the market. 


REPLIES TO QUESTIONS OF SENATOR PAYNE AND SENATOR POTTER 


Page 708 

Mr. Curtice thought most zone managers had sold cars at retail. 
He also said that, “no person in General Motors is paid a bonus on 
units [sold].” 
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Page 709 


Production schedules are based on projections as received from 
dealers, zones, regions, and the corporation. “Usually the dealers’ 
estimates are far higher in the aggregate than are the other estimates.” 
To make dealers take a specified number of cars each year would be a 
great hardship. 

Page 710 

Mr. Curtice did not think dealers were required to take car styles 
which they did not want in order to get cars that they did want. No 
“ars are shipped to a dealer unless he ordersthem. Material shortages 
and other causes have in the past made it difficult to fulfill exact 
specifications. For example, during a glass shortage in 1955 many 

ars moved off the assembly line and were > shipped with an “E-Z-—Eye” 
rather than the ordered clear glass windshield, and vice versa. “We 
are not going to permit deviation in the future unless the dealer has 
said, ‘I will take the car that w ay.” He may take it. He may wait to 
have the car come exac ‘tly to his full specifications or he may cancel 
the order.” 

Page 711 

The dealer’s investment can be liquidated upon termination of the 
selling agreement without undue loss. Mr. Paviice knew of no in- 
stance where a dealer had not fully recovered the “going value” of all 
his investment. 

Mr. Curtice and Mr. Hufstader were unfamiliar with the cases of 
Mr. Mayo and Mr. Wyman, who claimed losses of $25,000 to $50,000 
(as recalled by Senator Monroney). Mr. Curtice thought someone 
might have been willing to pay a premium over and above the worth 
of the dealership’s physical assets. He noted, however, that the cor- 
poration must have full responsibility for determining whether or not 
a prospective buyer is acceptable. 


Page 712 

Dealers financial statements to the company are confidential. Infor- 
mation from them was made public only when Mr. Curtice pointed 
out the results of General Motors dealers in 1955 to a Senate subcom- 
mittee, “because the results of our dealers seemed to be considerably 
at ang with reported results of [other] dealers * * *.” 

Page 71 ( 

“T am hasan opposed to unethical advertising of any kind, 
blitz gimmick, misleading, deceptive, or deliberately confusing.” 
Pages 714,715 

Discussion of “stimulator agencies,” and reference to “quality 
dealers” referred to in a recent company release, deferred. 


Friay, Marcu 9, 1956 


Pages 716-718 

Resuming discussion of dealer difficulties following franchise can- 
cellation, Senator Monroney noted that Mr. Curtice “had placed less 
emphasis upon goodwill value than did former dealers such as Mr. 
Mayo. Mr. Curtice repeated that he recalls no dealer who, after hav- 
ing “been taken out,” had not fully recovered his physical investments. 
To transfer the goodwill item, he said “would saddle the incoming 
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dealer with a certain amount of inflated investment.” When a dealer 
loses a franchise he no longer has the goodwill value represented by the 
product involved in the franchise. 


Pages 722, 723 
Qualifications and requirements of applicants for a dealership are 
the same as those for established dealers. Despite the great increase 


in units sold, the number of General Motors dealers is somewhat less 
today than it was in 1940 and 1941. 
Page 723 

Mr. Hufstader commented on the complaint of Mr. Anderson, a 
Ford dealer in Bozeman, Mont., and the latter’s reference to a local 
Chevrolet-Buick dealer with an investment of $150,000 to $175,000, 
who was forced to compete with another direct Chevrolet dealership, 
15 miles away, in a town of 25 people. Mr. Hufstader stated that the 
Cherolet-Buick dealer at Bozeman had appointed the neighboring 
dealer as an associate dealer in 1938, and in 1950, he had been made a 
direct dealer. Mr. Curtice pointed out that as a small-business man 
whose largest number of sales was 40 in 1955, the Amsterdam dealer 
would not come under “the nomenclature” of a stimulator dealer. He 
also indicated that Amsterdam, with a population of 100, is a trading 
center for a large territory. 

Mr. Curtice stated that the company policy has long been to discuss 
with metropolitan dealers the addition and location of another dealer- 


ship. 

In response to a question by Senator Potter, Mr. Curtice noted that 
territory security for dealers had been interpreted by the courts as 
illegal and, therefore, a clause providing for such security was with- 
drawn from the selling agreement. Company policy, nevertheless, 
desires that dealers develop their own area of influence. 


Page 725 


Dealer councils are elected democratically by ballot of the dealers 
with no influence from sales managers. 


MERCHANDISING PRACTICES 


(Continuation of prepared statement) 


Pages 727, 728 

Many dealers have indulged in cutthroat advertising tacties, em- 
phasizing price to the exclusion of all else. “In some instances our di- 
visional representatives have encouraged unethical advertising.” 
Company opposition to these practices has now been made clear. 

The practice of selling out-of-territory adversely affects the product, 
the customer, the dealer and the manufacturer. The territory se- 
curity clause removed in 1949 would be reinserted if it were not con- 
sidered illegal. 
Page 728 

The evils of price packing cannot be corrected by one company act- 
ing alone. The resurgence of price packing, accompanied by “blitz” 
selling, in 1953 “was not initiated by General Motors dealers.” Once 
the practice was started, however, Mr. Curtice felt compelled “with 
great reluctance to condone price packing so that our dealers might be 
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fully able to meet competition * * *.” Like deceptive advertising, 
Mr. Curtice believes price packing “has and will continue to contribute 
importantly to the very deplorable practice of bootlegging.’ 

Bootlegging is harmful to dealers but most injurious to good cus- 
tomer relations. Bootlegged cars are often improperly conditioned 
and have sometimes been driven long distances at harmful speeds. 

Maldistribution and the desire of some dealers to realize a quick 

rofit are two causes of bootlegging. “Overproduction can be a cause, 
but its importance has been ‘greatly exaggerated. Nonfranchised 
dealers are not interested in stocking ears for which there is no 
demand.” 

Bootlegging was restricted by an antibootlegging clause in the 
selling agreement before the war. This clause was eliminated for the 
same legal reasons that caused the company to abandon territory 
security. 

Page 729 

Bootlegging was resumed during the postwar shortage of new cars. 
The situation became serious in 1954 when new cars were in the 
bootleg market before franchised dealers had received necessary 
stocks. Mr. Curtice wrote all dealers and distributors on February 
= 1954, denouncing bootlegging as “a malignancy which, if it is not 

topped, will eat away the very ‘vitals of your business and ours. 

he Justice Department failed to approve a proposed change in 
dealer contracts which would have “required the dealer to offer cars 
back to us at dealer’s cost before disposing of them in bootleg chan- 
nels.” 
Page 730 

“It is still my belief that such a clause would not impose an un- 
reasonable restriction or be contrary to the public interest.” It would 
help minimize overproduction and maldistribution as well as boot- 
legging. 

The company seeks to eliminate possible contributing causes of 
bootlegging through a carefully planned production and distribution 
program designed to meet changing conditions. In 1955 General 
Motors adjusted production sc hedules 1 upward 41 times and down- 
ward 13 times. 

General Motors Exhibit No. 1, pages 817-825 of the hearings, con- 
tains a letter from Mr. Curtice, og General Motors distributors and 
dealers,” dated February 24, 1954, to which is attached an exchange 
of correspondence between General Counsel Henry M. ene and the 
Department of Justice, dated March 22 and March 30, 1954. With 
these are two other letters from Mr. Curtice to distributors and 
dealers, dated April 22, 1954, and January 14, 1955, all of which are 
on the subject of bootlegging. 

Full production in a highly competitive but good market was re- 
ported for 1955. “Our 1955 sales record and the 1955 model cleanup 
demonstrate that we did not overproduce.” When the 1956 models 
were introduced, franchised dealers’ investories were “less than 2 
percent of the cars purchased and sold to them during the entire 
model year of 1955.” Mr. Curtice thought bootleg dealers’ inventories 
at that time would represent a very small fraction of total inventories. 
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Page 731 
“It is my conviction that this [dealer] relationship has contributed 


substantially to the progress of General Motors, of the automobile 
industry as a whole and indeed of the entire Nation.” 


REPLIES TO QUESTIONS OF SENATORS MONRONEY, PAYNE, AND POTTER 


Page 732 

Mr. Curtice covered “all of the elements of this statement with a 
great deal more” in a closed circuit broadcast to 39 General Motors 
dealers meetings on March 2, 1956. (The text of this broadcast is con- 
tained on pp. 825-835 of the hearings, General Motors exhibit No. 2). 
A high percentage of the enfranchised dealers, and all of the whole- 
sale organizations having relationship with the dealers, were present. 
Mr. Curtice announced on this occasion that he “would reconvene 
them later in the year” to learn how the new dealer relationship pro- 
gram was progressing. 
Pages 735, 736 

Responding to a comment from Senator Potter, Mr. Curtice de- 
clared, “we must stamp out unethical advertising, price packing, boot- 
legging. Those * * * three * * * are causing * * * a cancerous 
growth * * * it must be stopped. 
Page 737 

We are in the position * * * of condoning price packing very re- 


luctantly. * * * I would consider it very refreshing if the entire 
industry would return to selling the products on their merits,” 


Page t3s 

Mr. Curtice assured Senator Monroney that General Motors could 
return to advertising the price of automobiles on a list-price basis. 
He added that list-price advertising “has to be shrouded very techni- 
cally under the Federal Trade requirements, * * * but that can be 
done with our national advertising, surely.” 

Mr. Curtice agreed with Senator Monroney that price packing had 
been avoided in Cadillac sales. 
Page 739 

An antibootlegging or territory security clause formerly in the con- 
tract, “provided that the dealer who sold the car into the territory of 
the other dealer was required to pay part of his gross.” If it were 
legal, Mr. Curtice said “the territory security clause would be in our 


revised selling agreement and following that of course the antiboot- 
legging clause.” 


Page740 

Dinibeies do not like being required to service cars purchased from a 
bootlegger, but General Motors stands back of its product, no matter 
how it was acquired. Mr. Curtice agreed with Senator Potter that 


customers purchasing from bootleggers are at the end of the list in 
seeking service from enfranchised dealers. 
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Page 741 

“T know of no business in which a young man with ambition and a 
small amount of money can get into and earn as much and develop an 
important estate in such a short time as is possible in the automobile 
industry * * *” 

Page 742 

The bootlegger does not properly condition cars for delivery. 

Mr. Curtice, as chairman of the President’s Highway Safety Com- 
mittee, “deplored” the 38,000 traffic fatalities in 1955. In relation to 
the number of vehicles in use or to the number of miles traveled, how- 
ever, 1955 was an improvement over preceding years. Highway 
safety needs to be undertaken at the local level. 


Page 743 

Safety belts were first offered optionally on General Motors cars 
with the 1956 models. “In a shock with a safety belt you transfer the 
injury from one place to another by reason of the belt, so that you 
cannot arrive at any very definite conclusions as to what degree safety 
belts might contribute to lessening fatalities.” 

The results of exhaustive testing in all phases of safety have been, 
in Mr. Curtice’s opinion, “quite inconclusive.” 


REPLIES TO QUESTIONS OF SENATOR MONRONEY 
Page 744 

No car dealer is required to be a wholesale parts dealer. “The 
[wholesale parts] plan is available for the 18,500 [dealers], and I 
think that considerably less than a third take advantage of it. How- 
ever, many of the 18,500 will sell at wholesale and receive the benefit. of 
the override which accompanies a wholesale sale.” 

Dealer performance is to be determined primarily in relation to per- 
formance of other dealers in the dealer’s zone. Local conditions will 
be taken into account and dealer performance will be judged over a 
considerable period of time. 


Page 745 

The statistics used in determining dealer performance are pur- 
chased from the R. L. Polk Co. “They are the same statistics that 
the entire industry uses in determining how many of each make of 
car is sold in every community in the country, as well as every State, 
and the total for the 48 States.” 
Pages 746-750 

Mr. Curtice said that dealer council members were very pleased with 
the dealer performance clause of the new selling agreement. 

The revised selling agreement has eliminated the following require- 
ments which were formerly imposed upon the dealer: 

1. To buy special tools eae the company ; 

2. To develop sales areas and devote full time, attention, and energy 
to conduct of dealership ; 

3. To permit factory to inspect place of business at all reasonable 
times during business hours. 

The following requirements of the dealer continue under the revised 
selling agreement : 
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1. To employ sufficient number of competent mechanics ; 

2. To execute and deliver to each purchaser and owner service policy 
on forms supplied by the factory; 

3. To provide prompt and satisfactory service at reasonable cost; 

4. To keep up-to-date records regarding sales and services of new 
motor vehicles; 

5. To maintain adequate net working capital and net worth (re- 
quirement has been made flexible to take care of changing conditions) ; 

6. To maintain in adequate staff of salesmen and a consumer relations 
organization ; 

¢. To keep business hours which are customary in the trade (com- 
pany policy requires no dealer to remain open on Sunday) ; 

8. 'To maintain a salesroom, service station, parts, and accessory 
facilities, and used-car facilities; 

9. To keep up-to-date, uniform accounting systems designed by fac- 
tory (any supplier can provide accounting forms so long as they meet 
company specifications necessary for uniformity) ; 

10. To make reasonable effort to satisfy customers in resale and 
servicing of factory parts; 

11. To properly condition cars prior to delivery; 

12. To promptly perform and fulfill all terms and conditions of 
owner’s service policy and warranty; 

13. To permit factory examination of accounts and records; 

14. To permit factory to inspect and recheck service facilities and 
stock of parts and accessories at reasonable time during business 
hours ; 

15. To report promptly all product comp!aints which cannot be 
remedied by dealers; 

16. To obtain prior written consent of the factory before moving to 
or establishing a new location, branch sales office, branch service sta- 
tion, or place of business, including any used-car lot or location ; 

17. To sell, offer for sale, or use as genuine factory parts, no part 
which is not in fact a genuine factory part (a genuine part must be 
engineered and specified by the factory, but it need not be manufac- 
tured by the factory). 

Mr. Power, Mr. Curtice’s attorney, commented that no one of the 
enumerated operating requirements would alone be a cause for can- 
cellation. Usually a dealer who is not performing one obligation is 
not performing others and the combination may be a cause for cancella- 
tion. 

The causes of cancellation are and have been spelled out in writing. 
In the event of termination for cause, the dealer is given written 
notice of the reasons. 


Page 751 

Mr. Curtice said the company plans to exert its best efforts to see 
that dealers receive cars exactly according to specifications as ordered. 
Page 752 

Mr. Curtice stated he intends to establish no new General Motors 
dealerships, other than replacements, during the remainder of 1956. 


“Stimulators * * * may develop but we have never appointed 
them,” 


95502—57 —% 
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Page 754 

Mr. Curtice agreed to consider Senator Monroney’s suggestion that 
the automobile industry undertake to rid the countryside of automo- 
bile graveyards by establishing a truck unit with a mobile baler and 
slicer which could bale up junked cars and sell them for scrap. He 
pate out, however, that the steel industry rather than the automo- 

ile industry would be interested in the scrap metal. He referred to 
the scrap collection program conducted during World War II. 
Page 755 

Mr. Power noted that bootleggers sometimes get new car models 
from retail purchasers to whom the enfranchised dealer had sold in 
good faith. 

Mr. Power stated for the record that any change in location of 
facilities by a dealer in a metropolitan area is determined by General 
Motors, although all dealers in the area are consulted beforehand. 

A copy of the new selling agreement appears on pages 835-878 of 
the hearings, General Motors exhibit No. 3. 


ANSWERS TO QUESTIONS PREVIOUSLY SUBMITTED BY THE SUBCOMMITTEE 


Page 756 

1 and 2. The corporation has no expressed policy regarding own- 
ership by its officers or any of its employees or their immediate fami- 
lies, of a legal or a beneficial interest in any independent corporation 
supplying its enfranchised dealers (a) with goods such as tools, ac- 
counting forms, and so forth, or (b) with services such as those of 
automobile-transport companies, advertising agencies, printing com- 
panies, and so forth. It is well understood in General Motors, that 
any oflicer or employee, or any member of their immediate families, 
should have no interest of any kind in any supplier of General Motors 
or its dealers, which might conflict in any way with the interests of 
General Motors or its dealers or which, even in the abesence of such 
a conflict, might result in any unreasonable or abnormal benefit to 
such officer, employee, or member of their immediate families. 

3. The policy of General Motors with respect to financing of dealer- 
ships is set forth in the Motors Holding division dealer investment 

lan (General Motors Corp. exhibit No. 4, appendix, p. 879). The 
ancing is of a temporary nature. During the 26 years of its exis- 
tence, Motors Holding has enabled 752 dealers to acquire their own 
business. Today, 347 dealers, or less than 2 percent of the dealer body, 
receive assistance under this plan. 

Currently, the buyout time averages 2 years and 10 months. 

(No special treatment is given to dealers who are borrowers from 
General Motors Holding division. There is no desire on the part of 
General Motors to have any permanent interest in dealerships and the 
leading plan is so conceived as to enable a buyout at the quickest pos- 
sible time.) 


Page 757 

4. The policy of General Motors regarding the ownership by its 
officers or zone or district sales employees, or members of their imme- 
diate families, of a legal or beneficial interest in dealerships enfran- 
chised by General Motors, or in multiple dealerships enfranchised by 
General Motors, is set forth in general letter No. 807, dated October 
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30, 1946, and general letter No. 807—A, dated June 23, 1949, each signed 
by C. E. Wilson, president. 

“No salaried employee in an executive capacity nor any employee 
of the sales, service, or parts department, or of the insurance, or invest- 
ment subsidiaries, shall acquire the ownership—either direct or in- 
direct—in a (General Motors) dealership—and continue as an em- 
ployee * * *.” 

The dealerships held by the immediate family of an employee of a 
division or of General Motors shall be reviewed annually by the group 
executive with the executive vice president in charge of staff activities 
(to make certain that there is no improper relationship between the 
parties). 

Page 758 

5. General Motors has no policy regarding the giving of gifts or 
other gratuities to district or zone sales employees by its enfranchised 
dealers. However, the corporation expects its representative will not 
accept or receive any gifts from anyone with whom he does business 
on behalf of the corporation which might place him in a difficult, 
prejudicial, or embarrassing position, or interfere in any way in the 
discharge of his duties with impartial consideration for the interest 
of the corporation or the dealer or the person with whom he may be 
doing business. 

Page 759 

6. General Motors has no policy with regard to its officers or zone 
or district sales employees contracting its enfranchised dealers in con- 
nection with the solicitation of funds for political contributions, or 
allowing their names to be used in connection with the solicitation of 
funds for political contributions from its enfranchised dealers. How- 
ever, General Motors would not condone or approve the action of any 
officer, zone, or district sales employee who uses his position, or who 
acts in his capacity as a General Motors representative to solicit funds 
for political contributions, or who allows his name to be used in con- 
nection with the solicitation of funds for political contributions from 
enfranchised dealers. 


Page 760 


7,8, and 14. The company was unaware of any officer, zone, or dis- 
trict sales employee of General Motors, or any member of their imme- 
diate families, with an interest of any kind in any company supplying 
enfranchised dealers with goods or services, until a suggestion to this 
effect was made during testimony presented to this subcommittee. 
The possibility of such interest with respect to four companies sup- 
plying goods or services to General Motors dealers was indicated. 
An immediate investigation resulted in no evidence of existence of such 
interest. 

(Later the Kent-Moore Organization, Inc., a manufacturer and 
supplier of special tools to automobile dealers and others, advised 
General Motors that two General Motors employees, and the wife and 
mother-in-law of one, held, between them, 400 shares of Kent-Moore 
stock.. This financial interest was considered minor, since the market 
value of the stock was $15 per share and 260,000 shares of common 
stock were outstanding at the time of the hearing.) 
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Page 761 


9,10, 15. No officer or zone or district sales employee is known by 
General Motors to have any legal or beneficial interest in any dealer- 
ship enfranchised by General Motors. Members of the immediate 
families of some such officers and sales employees have such an interest. 
Dealerships in which such interests are held by members of the imme- 
diate families of such officers and sales employees have received no 
preferential treatment by General Motors. All such interests are 
reported under the corporation’s policy. 

(A list of interests in dealerships held by members of the immediate 
families of officers and sales rin, is contained on pages 888-892, 
General Motors Exhibit No. 6.) 


Page 761 


11 and 12. No officer, zone or district sales employee is known to 
have ever encouraged or knowingly allowed the use of his name in con- 
nection with solicitation of political contributions from enfranchised 
dealers. Mr. William F. Hufstader, several years active in support 
of the Republican Party in Michigan, called six General Motors dealers 
in Detroit on the telephone in 1952 and asked if they would be willing 
to solicit political contributions for the Republican Party in Wayne 
County from other automobile dealers in the Detroit area. No sug- 
gestion was made as to how this was to be done or the amount or 
amounts to be collected, nor was any suggestion made as to the use 
of Mr. Hufstader’s name. The suggestion was from an individual 
to an individual. Five dealers said they would solicit contributions 
and one declined. They were advised to send the contributions directly 
to the Wayne County Republican Finance Committee. 

(Mr. Hufstader thought that only automobile dealers in Wayne 
County had been contacted as a result of his calls to the six dealers.) 


Pages 763,764 
A staff note exhibit on pages 907-911, concerns charges that certain 
southern dealers were required to purchase costumes at a cost of about 
$125 each. 
Fripay, Marcu 9, 1956 


Frederie G. Donner, vice president of General Motors in charge of 
financial staff 


(Mr. Donner’s prepared statement is on pp. 893-907, General Motors 
exhibit No. 14.) 


SUMMARY 


Destination charges are those made to the dealer by the manufacturer 
for transporting the car to the dealer. The determination of these 
charges stems from the original method of charging the dealer the 
actual cost of rail transportation from the home plant. 

The growth of outlying assembly plants effected reductions in trans- 
portation costs for the finished product. At the same time, increased 
costs were required to move parts and components to the assembly 
plant. In addition, there were added costs of packing, loading, and 
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transporting the component parts, as well as operating costs and higher 
fixed costs. The net realized savings were applied to the list. price of 
cars rather than to transportation charges. 

In the fall of 1954 General Motors modified its method of deter- 
mining destination charges following a similar change by a com- 
petitor. It established a maximum destination charge for all points 
more than 1,200 miles distant from the home plant. This reduced 
destination charges up to a maximum of $139 for Chevrolet cars. The 
figure was somewhat higher for other models. 

To offset the reduction in revenues, list prices were increased $20 
per car for Chevrolet and somewhat more for the other models. 

A further modification on February 27, 1956, again followed action 
by acompetitor. A new maximum destination charge was determined 
for all points more than 1,600 miles from the home plant. This 
reduced maximum charges about $20 for Chevrolet. Destination 
charges were also reduced for all customers located outside the home- 
plant area and less than 1,600 miles away from the home plant. The 
new charges for Chevrolet were established at $40 (the maximum 
transportation charge in the home-plant area), plus 50 percent of the 
amount by which the actual rail transportation cost them from home 
plant to customer location. List prices were increased $30 per car 
for Chevrolet, and somewhat more for the other models, to make up 
for reduced transportation revenues. 

The reduction in destination charges for points distant from the 
home plant should help limit bootlegging by making it less profitable 
for nonenfranchised dealers to use the driveaway and tow-barring 
methods. These had previously been widely used to transport new 
cars. 

In the aggregate, economic benefits derived from the operation of 
outlying assembly plants are now being shared a by customers 
being served by these plants, and so-called phantom freight has been 
eliminated. 


PAGH-BY-PAGD DIGEST 
Page 765 
Transportation has always been an important factor in the delivered 
cost of automobiles, as contrasted with many other products having a 
single price, or a national delivered price, throughout the country. 


Pages 766-768 

Destination charges are those made to the dealer by the manufac- 
turer for transporting the car to the dealer. The determination of 
these charges stems from the original method of charging the dealer 
the actual cost of rail transportation from the home plant. 

Around 1910-17 outlying assembly plants began to grow up. 
(Chevrolet now has 9, and Buick, Oldsmobile, and Pontiac have 7.) 
These assembly plants have effected reductions in unit cost. The 
resulting question is whether these reductions should be in the form 
of lower selling prices or in lowered transportation charges. 

“While the assembly plant system makes it possible to eflect savings 
on transportation costs on the finished car, increased costs are required 
to move the parts and components to the assembly plant. This is 
termed ‘excess inbound freight.’ 
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Page 767 


“There are also other added costs represented by the cost of packing, 
loading, and transporting component parts * * *, as well as added 
operating costs and higher fixed costs directly related to the higher 
investment required to establish outlying assembly operations. * * * 
Experience indicates that these added costs over the assembly plant 
system run at least $10 to $15 per car, on the average, and offset trans- 
portation savings to that extent.” 


Page 768 


Mr. Donner thought that 57 percent of Chevrolet component parts 
used at the Pacific-coast assembly plant were from the Pacific-coast 
area. Traced back to their origin, however, he believed the parts 
and components, which originated on the west coast, were nearer 10 
or 15 percent. The latter figure is more indicative of the freight 
problem. 

“Until 1954, the automobile industry followed the practice of apply- 
ing these savings (from the assembly-plant operations) in the form of 
lowered selling prices * * *. 


Page 769 


“While many cost savings can be allocated to specific models, other 
cost savings cannot be allocated specifically and are generally spread 
over all related products, so that all customers benefit. 


Page 770 


Mr. Donner agreed with Senator Monroney that products of Gen- 
eral Motors frigidaire division have a national delivered price. 

Mr. Donner believes fewer dealers would favor a national delivered 
price on cars if they realized how taking the transportation charges 
out of a separate billing, would raise list prices. 


Page 771 


Two recent modifications in determination of destination charges, 
followed changes made by a competitor. “In the fall of 1954 General 
Motors established a maximum destination charge for all points more 
than 1,200 miles distant from the home plant [Flint, Mich.]. Using 
the Chevrolet as an example, destination charges weré reduced up to 
a maximum of $139 per car for all customers located beyond this line. 
This affected about 18 percent of all Chevrolet customers. 

“In order to offset the reduction in revenues list prices were in- 
creased. ‘The Chevrolet increase * * * was $20 per car, of which 
General Motors received $15 to offset the reduction in destination 
charges and the dealer $5, representing his norma] discount.” (Ex- 
hibit 5, p. 771 is a chart showing the “effect upon Chevrolet price of 
1954 modification in destination charges.”) 


Page 772 

A further modification in determining destination charges to all 
customers outside the home plant area, was effected February 27 
1956. “A new maximum destination charge was determined for all 

oints more than 1,600 miles distant from the home plant. The area 
beyond this line corresponds closely to that served by our west-coast as- 
sembly plants. The new maximum charge in this area in the case of 
Chevrolet is $120, or about $20 lower than that made effective in 1954. 
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This maximum destination charge will apply to about 10 percent of 
all Chevrolet customers * * 

“Destination charges were also reduced for all customers located 
outside the home plant area (which extends about 200 miles from 
Flint in the case of Chevrolet), and for those who are less than 1,600 
miles distant from Flint. The new charges were established at "$40 
(the maximum transportation charge in the home plant area), plus 
50 percent of the amount by which the actual rail transportation cost, 
then in effect from home plant to customer location, exceeded the 
maximum $40 transportation cost required for cities within the home 
plant area.” 


Page 773 


Destination charges continue to be based on actual transportation 
costs in the home plant area, which is a little larger for Buick, Olds- 
mobile, and Pontiac than it is for Chevrolet. 

Page 774 

Testifying against a law to require a manufacturer to charge actual 
freight on each ear, Mr. Donner referred to the inability of a single 
assembly plant to produce enough of each model to meet the customer 
demand during the high-volume year. To offset this, large numbers 
of cars may have to be shipped in or out of an assembly-plant area. 
Under such circumstances, a figure to cover transportation costs re- 
quires a “terrific amount of averaging.” The percentage of customers 
in the home-plant area as compared with more distant ones, is also a 
factor. For example, current statistics indicate that 14 percent of 
all Chevrolet customers are located within 200 miles of an assembly 
plant. Accordingly, a recent change in pricing “resulted in all Chev- 
rolet buyers paying a list-price increase of $30 per car, while 86 per- 
cent—that is, customers living outside the home-plant area—received 
reductions in destination charges ranging up to $54.” 

Page 775 

The minimum destination charge, not subject to reduction, is now 
$40 on Chevrolet, $50 on Buick, Oldsmobile, and Pontiac, and $58 on 
Cadillac. The maximum destination charge is $120 on Chevrolet, 
$135 on Pontiac, $150 on Buick and Oldsmobile, and $160 on Cadillac. 
The maximum reduction in destination charges as a result of the Feb- 
ruary 1956 change is $54 on Chevrolet, $58 on Pontiac, $67 on Olds- 
mobile, $70 on Buick, and $72 on Cadillac. Exhibit 6, p. 775, is a 
table showing the “effect on General Motors car divisions of February 
1956 modifications in destination charges.” 

Although Cadillac has only 1 assembly plant it also adjusted its 
destination charges on shipments beyond 200 miles from its plant in 
order to be competitive. “This is an illustration of what a company 
must do to meet the competition.” Cadillac has reduced transporta- 
tion costs below their actual cost and the difference is being made up 
in higher list prices. 


Pages 776,77 
The 6-percent increase in rail freight rates, effective March 7, 1956, 
was anticipated in the February modification, and will therefore effect 


no change in destination charges. All component parts are being 
moved by rail so costs are substantially affected by the rate increase. 
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The use of railway rates as a factor in determining destination 
charges reflects the distance from the home plant. Under the present 
system the average destination charge equals the cost of moving the 
product into the assembly plant and the actual outbound freight rates 
from the assembly plant to the dealer. 

“The economic benefits derived from the operation of outlying 
asembly plants are now being shared only by the customers being 
served by these plants. So-called phantom freight is eliminated for 
these customers, taken as a whole.” Exhibit 7, p. 901, is a table and 
a chart showing the “effect upon Chevrolet price of 1956 modifications 
in destination charges.” 


Page 778 

Exhibit 8, is a table and chart entitled the “Effect Upon Chevrolet 
Price of Combined 1954 and 1956 Modifications in Destination 
Charges.” 


Page 779 


Taking the 1954 and 1956 modifications together, destination charges 
on Chevrolet have been reduced up to $161. Figuring in the $50 in- 
crease in list price, the net effect on price to the customer ranges from 
an increase of $50 for the 14 percent of Chevrolet customers in the 
home plant area to a price decrease of $111 for approximately 9 per- 
cent of Chevrolet customers, including all on the west coast. 

“One effect of these reductions [in destination charges] is that 
driveaway and tow-barring methods of transportation that had been 
widely used by nonenfranchised dealers, particularly on the west 
coast and in the Southwest and Southeast, no longer offer the degree 
of transportation cost savings formerly available to those using these 
methods.” Exhibit 9, p. 770, is a table and a chart entitled “Present 
Chevrolet List Price (Including Destination Charges) 1956 4-Door 
Sedan of 210-V8 Series.” 


Page 780 

“The current basis of pricing preserves the historic single national 
list price determined at each producer’s home plant.” It also main- 
tains previously existing competitive relationships among the single- 
plant producers and the multiple-plant producers, including those 
with outlying assembly plants. 


Pages 780, 781 


Basic cost elements involved in destination charges are the same 
for Buick, Oldsmobile and Pontiac as for Chevrolet, “but the amounts 
differ because of differences in weight and because the Buick-Oldsmo- 
bile-Pontiac assembly operations are less extensive.” Assembly-plant 
volume accounts for 63 percent of total number of Buick, Oldsmobile, 
and Pontiac cars sold. Exhibit 10, page 781, is a table entitled 
“Analysis of transportation elements in assembly-plant operations, 
1956 Chevrolet passenger cars, 2- and 4-door sedans.” 

Full rail transportation rates for a Chevrolet car from Flint would 
now average about $103 per unit. The 1954 modification reduced this 
by an average of about $15 per unit, and the 1956 change reduced it 
an additional $23, thus reducing the present destination charge per 
unit to an average of $65. The $65 average is itself an average of 
the destination charge of $23 per car in the home plant area and of 
$71 per car in the assembly-plant areas. The cost allocated for load- 
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ing, dunnage and other expenses in assembly-plant shipments is $6 
per unit as compared with an estimated actual cost of $10 to $15. 
Page 782 

Excess inbound freight at the assembly plants averages $27 per unit 
and the average cost of transporting finished cars from assembly 
plants to dealers is $38 per car. Exhibit 11, page 782, is a table entitled 


“Analysis of transportation elements in assembly-plant operations, 
Buick-Oldsmobile- Pontiac.” 


Page 783 

The average destination charge per car for Buick-Oldsmobile- 
Pontiac assembly plants is $96 per unit. The transportation costs and 
other excess assembly-plant costs average $110 per unit, “or somewhat 
in excess of the destination charges.” In this case “Michigan cus- 
tomers are subsidizing the outlying assembly-plant areas a little.” 
Page 784 

Mr. Donner agreed with Senator Monroney that the modifications 
should help to reduce bootlegging. 

Pages 785, 787 

Exhibit 12, includes two tables submitted subsequent to the hear- 
ings. These show Chevrolet and Buick-Oldsmobile-Pontiac “per unit 
transportation-cost factors.” 

Exhibit 12 was designed to show the variance between destination 
charges on units from each assembly-plant area and the applicable 
excess cost of assembly-plant operations. The table for Chevrolet 
showed that the variance ranged from costs averaging $11 per unit 
in excess of destination charges in Kansas City, Mo., to destination 
charges averaging $12 per unit in excess of costs in Tarrytown, N. Y. 
The table for Buick-Oldsmobile-Pontiae showed that the variance 
ranged from costs averaging $39 per unit in excess of destination 
charges in Los Angeles, Calif., to destination charges averaging $6 
per unit in excess of costs in Linden, N. J. 


Frmay, Marcu 9, 1956 


Charles G. Stradella, president, and John Zimmerman, vice 
president, General Motors Acceptance Corp. (GMAC) 


SUMMARY 


GMAC has no fixed limits on the credit terms it will allow. It 
recommends a minimum downpayment of one-third of the cash sell- 
ing price and a maximum term of 30 months for new passenger cars 
and 24 months for new trucks. 

Average downpayments on all GMAC cars and trucks declined 
from a 1937-41 average of about 45 percent, to about 4314 percent 
in 1954, and have leveled off at about 40 percent since May 1955. The 
price allowed on a trade-in is included in the downpayment. The 
trade-in allowance is fictitious to the extent it exceeds the cash value 
of the trade-in. On this basis Mr. Stradella believes there “is 
water * * * to the extent of 2 or 3 percent” in the downpayment 
percentages, 
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The average selling price of GMAC cars and trucks increased from 
$2,758 in 1954, to $2,974 in 1955, and to more than $3,000 in January 
1956. Price increases reflected an increasing demand for optional 
equipment as well as a rise in car prices. 

In 1955, 29 percent of all new GMAC contracts had downpay- 
ments under one-third compared with 17 percent in 1954 wnt 18 

ercent in 1937-41. In 1955, 6.3 percent of GMAC purchases had 
own payments under one-quarter compared with 2.9 percent in 1954 
and an estimated 2.8 percent in 1937-41. 

The average term of new GMAC contracts increased from 24.7 
months in 1954 to 27.7 months in 1955. Meanwhile, monthly pay- 
ments remained remarkable steady, reflecting increased car prices 
and the increased use of power options. 

The proportion of contracts with a term of over 30 months rose 
from 3.1 percent in 1954, to 15.3 percent in 1955, to over 20 percent 
in January 1956. In 1955, 1144 percent of all GMAC contracts had 
downpayments of less than 25 percent and terms of more than 30 
months. 

About 25 percent in dollar volume, of all GMAC contracts are paid 
in advance. 

GMAC offers all General Motors dealers two retail-financing plans, 
and a third nonrecourse-financing plan in limited areas. 

1. Limited-recourse plan accounts for 74 percent of all GMAC 
contracts. The dealer is responsible for taking back all cars repos- 
sessed by GMAC and returned by the customer, within 90 days after 
default. To provide a reserve against possible losses on repossessions, 
GMAC credits dealers with 20 percent of the finance charge on new 


cars. GMAC believes these reserves are adequate to cover losses on 
repossessed cars. 

2. Reserve-guaranty option plan was first offered in late 1955. It 
accounts for 10 ee of all GMAC contracts. Dealer leaves in 


reserve with GMAC, 3 to 6 percent of his outstandings. He can 
ask GMAC to take the repossessions, sell them and assume loss on 
them, thus relieving the dealer from all liability. Once a year the 
dealer is refunded any amount in excess of the originally agreed per- 
centage of outstandings. 

3. Nonrecourse plan accounts for 15 percent of all GMAC con- 
tracts. Dealers are offered this plan only where necessary to meet 
competition. GMAC feels nonrecourse financing, which relieves the 
dealer of all liability as soon as GMAC purchases the transaction, re- 
quires higher finance rates and encourages more speculative credit 
policies. Moreover, the limited-recourse plan permits dealers to 
make a greater profit and gives them continuing responsibility for 
sound credit-merchandising practices. 


PAGE-BY-PAGE DIGEST 


CREDIT TERMS 
Page 793 
Mr. Stradella 
GMAC recognizes no fixed credit terms but it offers a guide to the 
dealer for use in arranging contract terms which the dealer expects 
to submit to GMAC for purchase. “This guide is a minimum down- 
payment of one-third of the cash selling price on new passenger cars 
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and trucks and a maximum term of 30 months for new passenger cars 
and 24 months for new trucks. * * * Where downpayments are too 
low * * * repossessions are disproportionately high.” There are, of 
course, instances where exceptions to the standard downpayment re- 
quirements are warranted. 


Pages 794,795 
Mr. Zimmerman 


Chart 1, with comment, shows “GMAC new cars and trucks; cash 
selling price and downpayment as percent of cash selling price.” 

Downpayments as a percentage of cash selling price on all GMAC 
cars and trucks have declined from a 1937-41 average of about 45 per- 
cent, to about 4314 percent in 1954, and have leveled off at about 40 
percent since May 1955. 

The average selling price of all GMAC cars and trucks rose from 
$2,758 in 1954 to $2,974 in 1955, and during December 1955 and Janu- 
ary 1956 to slightly over $3,000, reflecting a 4 to 5 percent increase in 
1956 models. The increase in prices reflects a strong demand for 
optional equipment as well as a rise in car prices. Chart 2, pages 
795, 796, “GMAC new cars and trucks; percent of retail contracts 
purchased by downpayment.” 

Twenty-nine percent of all GMAC contracts purchased in 1955 had 
downpayments under one-third, as compared with 17 percent in 1954 
and 18 percent in 1937-41. 


Page 797 
The proportion of new purchases with downpayment under 25 
percent was 6.3 percent in 1955, compared with 2.9 percent in 1954, 
and an estimated 2.8 percent in 1937-41. 
Mr. Stradella 


Questions by Senator Monroney revealed that the downpayment 
included the price allowed on a trade-in and that this price is fictitious 
to the extent there is an overallowance. Mr. Stradella added that 
there were “quite a number of cars being sold today at well under 
what might be termed the suggested retail price.” In States where 
there is a sales tax, for example, it is to the interest of the purchaser 
to get a discount off the list price of anewcar. Mr. Stradella thought 
the average downpayment percentage “is water * * * to the extent 
of 2 or 3 percent” as a result of overallowances. 

Of the 99,049 new-car contracts purchased in October 1955, 4 per- 
cent of the downpayments on them were between 20 and 24 percent, 
1.4 percent were between 15 and 19 percent, 0.7 percent were between 
10 and 14 percent, and 0.2 percent: were below 10 percent. 

Pages 798,799 
Mr. Zimmerman 

Chart 3, entitled, “GMAC New Cars and Trucks; Monthly Payment 
and Length of Term in Months.” 

The average term of new-car and truck contracts purchased by 
GMAC was 24.7 months in 1954 and 27.7 months in 1955. Monthly 
payments on contracts “have been remarkably steady over the past 
4 years, at about $80.” The increase in length of term has permitted 
a stable monthly payment during a period of increased eash selling 
prices and increased use of power options. 
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_ The relatively low 15-month term in 1951 was the effect of regula- 
tion W which was then in existence. 


Page 800 
_ Chart 4, entitled “GMAC New Cars and Trucks; Percent of Retail 
Contracts Purchased by Length of Terms.” 


Page 801 

The proportion of contracts with a term of over 30 months was 3.1 
percent of the total in 1954 and rose to 15.3 percent in 1955, and to 
over 20 percent in January 1956. 


Page 802 
Mr. Stradella 


“In October (1955), out of a total number of new-car contracts 
purchased of 99,000 there were 23 transactions with terms over 36 
months; November, 78,000 contracts, and 26 transactions over 36 
months; in December, 85,000 contracts, 16 transactions; and January 
1956, 71,000 contracts and 12 transactions.” 

Page 803 

Senator Monroney brought out a statement that few contracts for 
over 30 months had been made before January 1954. In 1955, only 
14,312 transactions, or less than 114 percent of all GMAC contracts 
were made with less than a 25 percent downpayment and more than 
a 30 months term. GMAC contracts in 1955 covered about one- 
quarter of all General Motors car and truck sales. 

About 25 percent in dollar volume, of all GMAC contracts are 
paid in advance; about 40 percent of transactions are liquidated before 
maturity. 

Mr. Stradella commented on “the importance of keeping up the 
(buyer’s) downpayment, because you shorten the period in which he 
will be in the market for a new car again.” 


Page 804 
Although automobile credit went up by 35 percent in the first 10 
months of 1955, automobile sales were increasing at a similar pace. 


DEALER PROTECTIVE FEATURES OF GMAO RETAIL FINANCING PLANS 


Pages 805-807 
Mr. Stradella 

“The standard GMAC plan used by 85 percent of the dealers using 
GMAC is a limited recourse plan * * * When the dealer sells GMAC 
a retail contract covering any vehicle of the last 6 model years, his 
responsibility is confined to taking back cars that are repossessed by 
GMAC and returned to him within 90 days after default by the 
customer.” 

The dealer is not called upon to pay the balance due GMAC on a 
contract unless he receives a vehicle. He has a loss, therefore, only 
in those cases where he cannot sell a returned vehicle for that balance. 

To protect the dealer against losses that may occur in the resale of 
repossessions, GMAC credits each dealer with 90 percent of the finance 
charge for new cars, 30 percent for late-model used cars and 32 per- 
cent on older model used cars (this sum is held in a reserve account 


by GMAC). 
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In late 1955 all dealers doing business with GMAC were offered the 
option of a reserve guaranty whereby they might be relieved of all 
liability. In order to qualify a dealer must agree to leave in reserve 
with GMAC from 3 to 6 percent of his total outstandings on GMAC 
contracts. GMAC experience to date indicates that 70 percent of 
dealers asking for the option qualified on a 3-percent basis and an 
aditional 20 percent qualified on a 4-percent basis. Under this plan 
the dealer can ask GMAC to take the repossessions, to sell them, and 
to take any loss on them. 

Once each year the dealer’s reserve account is reviewed and he is 
paid any amount in excess of the originally agreed percentage of 
outstandings at that time. 


Page 807 

“For many years GMAC has given dealers a similar opportunity 
(to that of the reserve guaranty option) of relief from all responsi- 
bility on contracts in event of their death, by agreeing to leave with 
GMAC a certain percentage of outstandings (usually 3 percent) .” 


Pages 809-811 


In some areas where competition has created dealer demand for 
nonrecourse financing there is a GMAC nonrecourse plan. However, 
GMAC prefers the limited recourse plan and has instituted non- 
recourse financing only where it has been necessary to meet competition. 

In nonrecourse financing the dealer is relieved of all liability the 
minute the transaction is sold to the finance company. The dealer 
has an opportunity to make a greater profit in limited recourse 
financing. 

The dealer is in a better position than the finance company to sell 
repossessed cars and any attempt to do so by the finance company 
might disrupt the used-car market. 

Higher losses are generally incurred on repossessions in nonrecourse 
financing. A higher finance rate is therefore required. “The higher 
the finance rate the more speculative a company tends to be in accept- 
ing contracts with unsound terms or poor credit risk * * * [More- 
over] the dealer who has some continuing responsibility for his time 
sales and who has the opportunity to benefit from a good performance 
has the incentive to follow sound eredit merchandising practices.” 


Page 812 
Map entitled, “GMAC branch locations”, with text indicating 
branches where nonrecourse financing is extended. 


Page 813 

Mr. Stradella thought none of the 1,581 dealers using nonrecourse 
financing are located west of the Mississippi. They are generally in 
population centers in the East. 

Relatively few dealers have asked for the reserve-guaranty option. 
GMAC believes reserves from finance charges under the limited- 
recourse plan adequately cover any losses on repossessed cars. GMAC 
has no access to dealers’ records and, therefore, does not know the 
actual losses incurred by dealers using the limited-recourse plan. 


Page &1 h 
Table shows reserve per repossession for dealers on the limited- 
recourse plan. The table indicates that repossessions rose from 0.4 
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percent in 1951 to 2 percent in 1954 and 1955. Dealer reserves in 1955 
amounted to $2,521 per repossession, compared with $4,318 in 1951, and 
$5,901 in 1952. 


Page 815 


_In dollar outstandings, 71 percent of GMAC’s transactions are 
limited recourse, 11 percent are reserve-guaranty option, and 17 per- 
cent are nonrecourse. Seventy-four percent of all GMAC accounts 
are limited recourse, 10 percent are reserve-guaranty option, and 15 
percent are nonrecourse. 


Frmay, Marca 9, 1956 


Harlow H. Curtice, president, General Motors 


Page 816 


Mr. Curtice told Senator Monroney he would oppose a suggestion 
that the Federal Trade Commission be given authority to determine 
whether certain provisions in manufacturer-dealer contracts were 
unfair trade practices. 

Mr. Curtice said he would also oppose a bill requiring the chargin 
of no more freight than was actually paid. He believes Genera 
Motors’ present system of determining jestinetion charges is equi- 
table for the retail customer, and that the proposed bill would create 
many new problems. 


Saturpay, Marcu 10, 1956 


Shepard J. Crumpacker, Jr., Representative in Congress from the 
Third District, State of Indiana 


Pages 913-925 

Representative Crumpacker recalled that an antibootlegging bill 
introduced by him in 1954 had been passed by the House, but was not 
considered in the Senate because of insufficient time. He declared his 
continued belief in the necessity for such legislation, but added his 
opinion “that such bills deal only with the symptoms of the disease 
rather than with its source and its principal cause * * * the all-out 
competitive race between companies within the industry and par- 
ticularly Ford and the General Motors Corp.” 

In support of this, he noted the mortality among automobile deal- 
ers in the United States, and the trend toward increasing dominance 
by the two companies. 

Automotive News figures were quoted to show a decline of 13.4 per- 
cent in the number of automobile dealers during the 5 years from 
January 1, 1951, to January 1, 1956. The figure dropped from 47,543 
in 1951 to 41,167 in 1956, or a total reduction of 6,376. Responsible for 
part of this loss were 2,400 Kaiser-Willys franchises which expired 
when the company went out of the passenger-car business. Also, 
there were “alinost a thousand fewer Chrysler Corp. franchises.” 
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The following table summarizes the progressively larger percentage 
of total production assumed by the two larger companies: 


Period ofthe| End of ist | Week ending 
Korean week in Mar. 3, 1956 
conflict March 1955 


General Motors Corp 
Ford Motor Co 

oe Corp 
*“‘Independents”’ 


“General Motors * * * has been vulnerable for years to anti- 
trust * * * and * * * up until the last 3 years have always main- 
tained the policy of never going beyond the 50-percent level in the 
total market for fear they would suffer from antitrust legislation. 
The present head of General Motors * * * has thrown all caution to 
the ee and sought to grab as big a share of the market as he possibly 
could.’ 

Factors credited as giving General Motors a marketing power lack- 
ing to their competitors include over 400,000 stockholders who are 
Re customers for its products. Until recently, the Ford Motor 

o. “suffered by the fact that they had no stockholders.” Another is 
“the financial strength and stability of the General Motors dealer or- 
ganization * * * so, when the race really became hot, General Mo- 
tors * * * didn’t choose to cut the prices at the factory level * * * 
but * * * began marketing cars at * * * a considerably cut rate * * * 
by putting a very sharp squeeze on their dealers.” 

A chart was submitted showing the downward trend of Studebaker 
and Packard sales from 1946 through the first 3 months of 1955. 
Studebaker reached a peak in 1950 of “something like 4.3 percent of 
the total market, and they are down now to a bare 114 percent.” 

According to Representative Crumpacker, “By the very nature of 
automobile production, the efficiency of the larger producer is steadily 
increasing as the product becomes steadily more complex.” He sug- 
gested the activities of finance companies as encouraging high-pres- 
sure, “blitz” sales, and weird financing practices which “frequently 
result in the public getting stuck.” 


Stacy Rowell, president, National Independent Automobile Dealers 
Association 

Pages 925-930 

The National Independent Automobile Dealers Association has close 
to 5,000 members. Mr. Rowell is an independent automobile dealer 
in Miami, Dade County, Fla., and has served for 4 years as president 
of the Miami Used Automobile Dealers Association. He served for 
2 years as president of the Florida Independent Automobile Dealers 
Association. 

He defended independent car dealers against the charge “of being 
guilty of bootlegging,” and submitted the association’s code of ethics 
which, he said, “is a byword all over America. 
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“About 2 oo of the franchised dealers sell direct to the inde- 
pendent dealer. Seventy-five to eighty percent sell through subter- 
fuge, through misbillings, through billings to other individuals, and 
other phases, Of course, we cannot see anything too much wrong with 
the supermarket deal.” 

Refer ring to “great and glaring inequities” in the franchised deal- 
er’s relationship with the maufacturer, he said: “We feel that action 
should be taken immediately to correct these inequities—but this action 
should not be on an imposed legislative basis, but on a voluntary in- 
dustry basis.” 

The association believes that “the economic strength of our future 
lies in the advancement of free and competitive enterprise—not its 
restriction,” It opposes “any legislative action aimed at any seg- 
ment” of the industry : and believes that “the automobile manufacturer 
can clean up his * * * distribution plan, his overproduction, and the 
pressure he uses to make the franchised dealer clean up his inventory. 

The association is “strongly against the manufacturer putting 

‘phantom freight’ or any other hidden charges in their billing to the 

ealer.” He believes “the publicity derived from your * ‘* * in. 
vestigation will fully eliminate this practice.” 


Raymond Dickey, counsel, National Independent Automobile Dealers 
Association 
Pages 930-938 

Mr. Dickey commented on supermarkets, after which Mr. Rowell 
described the activities of supermarket operators in Montgomery, 
Ala., and Tulsa, Okla., one of whom buys the cars, delivers them to 
independent dealers, “has his own w arranty, has a terrific service de- 
partment, and he is fortunate enough to have his own finance com- 
pany. 

Transport costs for a car from Detroit, to Miami, “runs according 
to the weight, from $125 and $135 up to $200.” No figure was given 
for the cost of driving a car from Detroit for delivery in Miami, 
but a Detroit company that books drivers to destinations in Florida 
is credited as receiving a standard fee of $50, of which the driver 
usually is paid $25. There appeared no fixed pattern for reimbursal 
of gasoline, oil, and living costs en route. Upon arrival the car 
undergoes “a complete check, bumper to bumper,” but most of them 
are sold without warranty. 


Matt Triggs, assistant legislative director, American Farm Bureau 
Federation 
Pages 938-943 

Mr. Triggs read the following resolution adopted at the most recent 
annual meeting of the American Farm Bureau Federation : 

“We are opposed to modification of antitrust legislation to authorize 
contracts which restrict sales by distributors on the basis of class of 
buyer or territory. 

Farmers are interested in legislation relating to automobile dis- 
tribution, because they “are relatively heavy purchasers of automotive 
equipment”, whose patterns of distribution are such that “it is logical 
to suppose ‘that any legislation relating to automobile distribution 
would be applic able to or eventually extended to farm machiner y dis- 
tribution”, and because of a “conviction that competition is the basic 
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element which has created the spirit, the drive, the adaptability, the 
efficiency, and dynamic growth of our society.” 

So- called one- -sidedness of dealer contracts, with long-standing situ- 
ation in which farmers accept “definite obligations without the as- 
sumption of comparable responsibilities by buyers.” The Farm 
Bureau believes the answer to either problem “is to be found in Fed- 
eral regulation of the contractual relationship.” 

Little weight is given the argument that a dealer “might be called 
to perform w arranty service on a vehicle he did not sell. ” To the 
extent that the problem is real, Mr. Triggs suggested the contract 
might include an interbilling arrangement between the dealers and 
manufacturers. 

Legislation to control “bootlegging” was opposed mainly because 
it would have a restraining influence on commerce, and also because 
of his personal belief “that franchised dealers have ov eremphasized 
the importance of this practice and its effect upon their industry.” 

During discussion which followed with the chairman and members 
of the committee, Mr. Triggs stood firm in his opposition to legis- 
lation designed to provide territorial sec urity. He denied assertions 
that any substantial percentage of the used-car dealers mislead the 
public into assuming that they will provide warranty service, and 
further that “there is no need for franchised dealers to provide a 
warranty service in such instance without charge.” The Farm Bureau 
supports the Justice Department “in its view that contracts con- 
taining such restrictions upon sales are and should be considered as 
contrary to antitrust legislation.” 

Senator Monroney outlined an omnibus bill now under committee 
consideration. This would be “in the nature of (1) outlawing phan- 
tom freight; (2) * * * labeling a new car - ae showing how 
it arrives at its destination; * * * (3) dealing * * * with the rela- 
tionships between the manufacturer and the dealer * * *.” 

To the chairman’s arguments in favor of legislation to cover such 
problems, Mr. Triggs replied: “We might find ourselves in favor of 
some legislation that i is proposed.’ ” Senator Monroney offered to sub- 
mit the bill for Mr. Triggs’ further consideration, and added his belief 
“that our antitrust acts must not be weakened ever. They need to be 
strengthened.” 

Senator Thurmond requested of Mr, Triggs, when studying the 
committee bills, to “see if there is any way in which they would con- 
flict with free enterprise * * * with antitrust laws or * * * with 
broad principles of government, under which this country is founded.” 


Daniel F. Pierre, president, the Atlantie Motor Mart, Ine., Beverly, 
Mass. 

Pages 944- ~955 

Mr. Pierre has been employed by the Pontiac motor division of 
General Motors Corp. since 1926, and since August 1947 has been the 
Pontiac dealer in Beverly, Mass. He is presently treasurer of the 
Pontiac Dealers Association of Metropolitan Boston, Inc., and secre- 
tary of the National Pontiac Advisory Committee. 

He credited “ignorance of true used-car values [and lack of] a 
reliable guide to support a correct trade-in allowance,” as principal 
courses of dealer failure. He thinks this could be corrected by improv- 


5502 57— S 
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ing the 10-day reports now available to the industry. He made clear 
“that at no time during my discussion have I intimated that the United 
States Government regulation on intervention was necessary in adopt- 
ing new methods. Neither have I implied that the car dealers or the 
publisher of price manuals should be compelled to change over their 
present methods of operating to new methods * * *.” 


Hon. John E.. Fogarty, Member of Congress, Second District of Rhode 
Island 
Pages 955, 956 

On behalf of large majorities of the 98 dealers in Rhode Island 
who answered the survey questionnaire of September 1955, Repre- 
sentative Fogarty urged pase’ committee to take favorable action on an 
antibootlegging bill such as S. 2929 and H. R. 2688, and to take similar 
action with regard to phantom freight, as dealt with in H. R. 528. 

He reported that the Rhode Island Automobile Dealers Associa- 
tion has forcefully indicated to him that the dealers “are not seeking 
Government control and regulation. What they are seeking is the 
means to curtail and eliminate injurious conditions and prac- 
agate"? 

Monpay, Marcu 12, 1956 


Henry Ford II, president, Ford Motor Co., and seven of his top- 
management staff 


SUMMARY 


Three topics were discussed at these hearings: Dealer relations, 
destination and delivery charges, and new-car bootlegging. 

Dealer relations questions were raised concerning the propriety of 
Mr. Ford’s personal assistant soliciting Ford dealers for contributions 
to the Republican Party. Mr. Ford outlined the dealer-council setup: 
zone, district, regional, and national, which the company established 
in 1945. He also discussed the procedure whereby sales agreements 
are terminated. He expressed company opposition to price-packing, 
“blitz” advertising, false registrations, wheel-and-deal arrangements, 
“ovimmick” sales, and Federal legislation in the factory-dealer relation 
field. 

With respect to freight absorption, the Ford Motor Co. led off in 
1954, by reducing freight charges in the Mountain States and Far 
West. Mr. Ford, Mr. Crusoe, and others discussed the advantages of 
branch assembly plant operations. They denied that prior to 1954 
the company had charged $40 per car phantom freight. The old 
“Detroit-plus” system has been displaced by new zone prices which 
reduce individual car prices by as much as $150 in western areas and 
raise them up to $18 for points 900 miles from Detroit. Representa- 
tive Hinshaw’s bill proposing that each assembly plant charge only 
outbound freight costs was credited as unsatisfactory. 

Bootlegging, Mr. Ford declared, destroys balance and validity of 
national sales planning and local dealer investment. Real and ficti- 
tious car-leasing companies and fleet owners were blamed for much 
bootlegging. At the same time he denied that excessive stocks in the 
Detroit and Chicago areas had been a factor. 
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The Ratner sales agreement in Chicago, as terminated in 1955, 
received special consideration. 

End-of-year rebate figures on prices to dealers, market penetration, 
net profits, etc., were placed in the record. 

Company policy, as described by Mr. Ford, denies to any Ford officer 
or sales employee the right to have a legal or beneficial interest in any 
supplier, dealership, or dealer facility related to Ford goods or serv- 
ices. He stated that the company opposes the acceptance of gifts 
or gratuities by district or zone sales employees from franchised 
dealers. Company policy is neutral, however, on the solicitation of 
political campaign funds by individual officers or employees of the 
company. 

Mr. Gossett suggested that had a company representative been pres- 
ent at earlier hearings, with permission to cross-examine the witness, 
the committee would have had a better understanding of the reasons 
why the Ford Motor Co. had terminated certain franchises. He op- 
rosed new legislation in the factory-dealer relations field, and found 
it difficult to answer the insinuations, innuendoes, and triple hearsay 
presented at the committee’s hearings. 

The chairman offered to break down the Ford data on its dealer 
answers to the committee’s questionnaire, and endorsed Mr. Ford’s 
statement that the company’s most valuable asset is its experienced, 
hard-working, loyal, and extremely patient dealer organization. 


PAGE-BY-PAGE DIGEST 


Testimony of Henry Ford II 
Pages 957, 958 
Messrs. Ford, Lewis Crusoe, F. C. Reith, William T. Gossett, Robert 
McNamara, Ben D. Mills, T. O. Yntema, and Fred G. Secrest are 


sworn in. 
Page 959 
Three divisions of testimony: Dealer relations, destination and de- 


livery charges, and new-car bootlegging. Does not cover automobile 
financing, since the Ford Co. is not in that business. 
Pages 960, 961 

“As a matter of deep personal conviction, I favored the election of 
General Eisenhower” and approved that “a selected group of Ford 
dealers * * * solicit automobile dealers” provided no pressure, no 
company personnel or funds were involved. 

Only Mr. Merrell (Mr. Ford’s personal assistant) was involved as 


delegate to Republican National Convention and as member of Repub- 
lican National Finance Committee. 


Page 962 

As a member of the finance committee, Mr. Merrell directed his 
solicitation efforts to all automobile dealers, but primarily to Ford 
Motor Co. dealers. 
Page 963 


Mr. Merrell is known as Mr. Ford’s assistant by many dealers, and 


since 1944 has handled many miscellaneous things that are directed 
to Mr. Ford’s office. 
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Page 964 
Colloquy by Senators Monroney, Potter, and Thurmond. 


Page 965 

Senator Monroney stated that Mr. Ratner, an earlier witness, tes- 
tified that he was called by someone (now missing), “using the name 
of Ford, to say that they were raising $1,000 per dealer and that only 
two of them in the whole Chicago area had failed to kick in.” 

Senator Monroney asked if the use of Mr. Ford’s name was good 
company policy and to be used in the future. Mr, Ford stated that he 
had no knowledge of Merrell ever using his name in the Republican 
Party solicitations. Mr. Ford “cannot say as of now whether we are 
going to solicit dealers or not this fall.” 


Page 966 
Ford sales department should have nothing to do with the matter. 


Page 967 
Colloquy by Senators Monroney and Payne. 


Page 968 

Mr. Ford reported that he had during the previous week asked 40 
dealers gathered in Florida if any pressures had been used in the dealer 
solicitations. The answer received was “absolutely not.” Mr. Ford 
did not know of any list of contributions, but offered to obtain a list if 
one existed. 


Page 969 

Senator Monroney suggested, in response to a question from Mr. 
Ford, that solicitation of campaign funds should “come from the local 
State organizational groups without the industry contact.” Senator 
Potter remarked that the committee has been questioning Mr. Ford on 
hearsay evidence. 


Page 970 

Senator Payne asked if solicitation of campaign funds by a company 
is not comparable with use of its organization for Community Chest 
or similar civic activities. 
Page 971 

Mr. Ford stated that his company has led the industry in maintain- 
ing a healthy dealer structure. It is determined to continue improv- 
ing and strengthening the dealer organization. Ford’s future plans 
encompass factory employees and those of the dealers, all of whor 
have a substantial stake in this committee’s recommendations. 


Page 972 
Ten years ago the Ford Co. was reorganized from top to bottore 
to give consumers exactly the product wanted. 


Page 973 

Ford spent $1,678,000 in modernization, expansion, and replace- 
ment of facilities. As a result, after 10 years, employment is up 
79 percent; car and truck sales 300 percent; payrolls 240 percent; 
and market share up from 21.2 percent in 1946 to 28.5 percent in 1955. 
This shows excellent relations of the Ford Co. with its dealers over 
this period. 

















DIGEST OF TESTIMONY 111 


Page 974 

Conduct of the automobile business involves split-second timing 
of production facilities with the operations of thousands of suppliers, 
and those of a farflung dealer organization. Production schedules 
are well in advance, with unit costs dependent upon the expected 
volume of sale. It follows that the manufacturer is so dependent 
upon the efforts and success of his dealer organization that he must 
be concerned with each dealer’s sales and service personnel and ogee 
ment, his managerial and merchandising methods, his physical facil- 
ities, and his standing as a citizen in this community. Failure of 
the dealer to do his job is felt in the profits of the manufacturer, the 
prosperity of the supplier, the paycheck of the employee, the dividend 
of the stockholder, and the money available to make next year’s models 
better. 
Page 975 

In 1945 Ford established dealer councils for each of the car divi- 
sions. Since 1950, members have been elected by the dealers them- 
selves. There are zone, district, regional, and national councils, the 
latter transmitting problems not resolved at lower levels to the man- 
agement of the company. 


Page 976 

Dealer councils embrace every conceivable subject—engineering 
and design, dealer-company relations, wholesale prices, advertising, 
etc. The Ford Merchandising School was founded in 1947 to train 
dealers’ key employees. Since 1950 the Ford division has had a 
service training program including 35 permanent district service 
schools, 
Page 977 

Ford helps dealers with business-management problems, including 
profit  habtibedan, cost control, accounting, forward sales plan- 
ning, and other programs. 


Page 978 

The Ford sales agreement is continuous, being continually im- 
proved with liberal provisions for price protection, dealership suc- 
cession, repurchase of certain inventories and assets upon termination, 
etc. In 1954, 8 Ford dealers out of 6,300 were terminated for un- 
satisfactory representation, and 28 were terminated in 1955. 


Page 979 


Manufacturers and their dealers are mutually interdependent. 
The dealer’s reputation reflects on the manufacturer and his product. 
If excellent, it strengthens the manufacturer. If the quality of the 
manufacturer’s product is not good the dealer suffers. Such a per- 
sonal relationship is grounded upon mutual confidence in and satis- 
faction with the performance of one to the other. Accordingly, the 
dealer-sales agreement must provide for termination by either party. 
A Ford Motor Co. dealer cannot be terminated in an arbitrary or 
capricious manner, but only after a long, detailed, and careful review 
of the dealer’s record. 


Page 980 _ 


Termination procedure is long and detailed, with careful reviews 
at district, regional, and central management levels coupled with 
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repeated rehabilitation efforts of such detail that termination nego- 
tiations may take as long as 3 years. 


Page 981 


_ We are opposed to price packing, to false and misleading adver- 
tising, false registrations, and bootlegging. 


Page 982 
Legislation, however, sincerely convinced, may dangerously weaken 
an industry fundamental to the economic growth of this Nation. 


Pages 982, 983 

Senator Monroney related that answers to a committee question- 
naire indicated the dealers’ desire for a congressional study and for 
Federal legislation in a ratio of 13,749 to 1,991. Of 3,849 Ford 
dealers, 1,157 took the opiton not to sign the questionnaire, while 
2,692 signed. 
Page 984 

Ford, unlike General Motors, does not consider it wise to have a 
dealer-relations vice president. Senator Monroney noted that the 
dealer under consideration for termination must appeal through the 
same sales chain of command that brought complaint. 


Page 985 

Mr. Crusoe acknowledged that the dealer may not receive a copy 
of the company’s written report relative to his termination, but 
stated that previous discussions with his sales manager would have 
made him well aware of any dissatisfaction on the part of the com- 
pany. He testified that district sales managers are responsible, high- 
grade persons. They, or business experts from their staffs, work out 
programs with dealers to improve their operations. Their job, and 
that of the staff, is to develop successful dealers. The bonuses re- 
ceived by district sales personnel are based partially on the sales and 
profits enjoyed by the dealers. 


Pages 986, 987 

Dealer terminations are handled by various levels of the sales or- 

anization until they are reviewed by the divisional general manager. 

ermination approval by the latter is then referred to the company’s 
merchandising committee for final decision. Like the district sales 
managers, regional managers are well-qualified men of stature, ex- 
perience, and fairness. ey attempt to rehabilitate dealers rather 
than terminate them. Only after rehabilitation fails is termination 
recommended. 


Page 988 

Senator Monroney recalled that the committee is concerned with 
fears of some 6,000 Ford dealers that they have only a 90-day con- 
tract, and that their contract can be terminated in response to the 
recommendations of relatively inexperienced sales personnel. 


Page 989 

Mr. Ford referred to many dealers who have gone over the heads 
of their district, regional, general sales manager, and even of their 
division managers, to go to Detroit and discuss their specific prob- 
lems with Mr. Crusoe (director and executive vice president in 
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charge of the car and truck division) and with others in the organi- 
zation. 


Page 990 


Mr. Ford stated that gifts of “Palomino horses and silver saddles 
and grand pianos” to zone and district sales managers have not been 
in accord with company policy and “has not gone on for a great many 
years,” although it did before 1945. 


Page 991 


Mr. Ford replied to reports that dealers are afraid to initiate action 
through dealer councils with an assertion that arbitration has been 
considered in connection with the termination of dealer contracts, 
but as yet no plan has been adopted. In support of the dealer’s 
right to sue the company, Mr. Gossett, director, vice president, and 
general counsel of the Ford Co., supported Mr. Ford in the belief 
that a dealer needs no express right to sue, and that the company 
has lost some such cases. He said it then had one in the courts. He 
expressed the belief that no company with an indefinitely continuing 
contract is required to show specific cause for termination. In his 
opinion, such a clause is not appropriate, and the subsequent recipro- 
cal obligations would be burdensome to the dealer as well as to the 
manufacturer. 


Page 992 


Examples of effective merchandising campaigns are transmitted to 
the dealers by the several sales managers. A Dallas, Tex., sales cam- 
paign in which the dealer’s gross profit was derived largely from 
finance and insurance profits was cited by Senator Monroney. Mr. 
Crusoe, of the Ford Co., characterized this as a short-term plan to 
build showroom traffic, but one from which relatively small sales 
return could be expected. 


Page 993 

Developing sales campaigns such as this is one of the services of 
the Ford Co. to its dealers. A dealer may reject such a plan, accept 
it, or create a new one. 


Page 994 
Blitzing methods, such as were credited to Hull-Dobbs, of Winston- 
Salem, were called disgraceful, and a Ford Motor Co. official testi- 


fied the company is doing everything within its legal power to stamp 
them out. 


Page 995 
These and “packs” were denounced by Mr. Ford, who reported 


that corrective steps were taken as soon as the Chicago case had been 
brought to company’s attention. 


Page 996 

Repeating his strong disapproval of blitz advertising, packs, and 
similar sales operations, Mr. Ford stated that if Ford dealers are 
truly being driven to adopt such methods “we have some * * * cor- 
rective measures to take, and we propose to take them promptly.” 
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Page 997 


Mr. Ford testified that, since 1950, dealer councils have consisted 
entirely of men elected from the dealership body, with no nominations 
for factory representation. Senator Payne recalled great pride in 
having been, at one time, part of the Ford organization, but stated 
that the hearings appear to have revealed a “tremendously greater 
emphasis on volume, service notwithstanding * * * by so-called 
wheel-and-deal operations.” 


Page 998 

The company policy, according to Mr. Ford, is to concentrate on 
service as much as on sales. Tremendous investments by the dealers 
in plants, facilities, and tools warn the company against encouraging 
dealers to overextend or get into a bad financial condition. Mr. 
Ford denied charges that the industry has overproduced. More- 
over, the fact that the Ford Co. bases its volume of production upon 
dealers’ orders gives Mr. Ford confidence that his company will not 
overproduce. 


Page 999 

Senator Payne observed that the longstanding factor-dealer rela- 
tionship of the Ford Motor Co. indicates that it must have been 
reasonably satisfactory. For a contract to be worthwhile, he said, 
the individuals concerned must agree that they have something worth- 
while at stake. Factor-dealer disputes are not so often settled by 
litigation as by talking out the differences around a table on a give- 
and-take basis. “Frankly,” he said, “I would hate to go into court 
against you fellows * * * because I would never have the re- 
sources * * * to stand against the battery of legal talent that proba- 
bly you could throw into a court.” 


Page 1000 


Competing companies are prevented by the antitrust laws from 
conferring with one another, but Mr. Ford observed that the hearings 
have permitted his associates to know some of the problems of their 
competitors which are common and for which the others have solu- 
tions. Rather than to embrace those solutions and announce immedi- 
ately “that we are going to do the same thing that they are going to 
do,” the Ford administration intends to confer with its dealers that 
it may have the benefit of their “honest grassroots opinion.” The 
administration claims to have been unaware of dealer dissatisfactions 
as reported in these hearings and regrets that the dealers have not 
talked directly to the company officials. “They have had every free- 
dom to do so, and many dealers have.” 


Page 1001 

Senator Monroney recalled that 35.2 percent of the Ford dealers 
who replied to the committee’s questionnaire had failed to sign. Com- 
pared with this, “the little, independent dealers certainly signed in 
greater proportions,” while 27.1 percent of General Motors and 19 
percent of Chrysler dealers refused to sign. Mr. Gossett suggested 
that too much importance had been placed on these figures. Re- 
sponding to Mr. Gossett’s question as to the percentage of complainers 
among those who didn’t sign, Senator Monroney said that “about 
7to1 * * * felt that the study was absolutely necessary and legisla- 
tion was necessary.” 
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Page 1002 


Most dealers participate actively in “countless hours of discussion” 
in dealer’s councils. Mr. Crusoe estimated that about three-fourths of 
the ideas advanced have been put into practice by the company. 


Page 1003 


Problems of bootlegging and unethical advertising have been di- 
rected to the attention of the company through the dealer council, 
but discussions relative to the dealer contract reveal that Ford deal- 
ers like the Ford contract better than that of the competition. Ford’s 
leadership in securing more equalized freight charges across the 
country, na, in the opinion of Mr. Ford, been helpful in reducing 
bootlegging. 

Page 1004 

The Ford Co, initiated efforts toward more equalized freight and 
undertook a combination of other actions in 1955. Since then, the 
number of sales in the Detroit area has declined, indicating more of 
the purchases are through regularly franchised dealers. The com- 
pany believes this will result in greater satisfaction to the customers. 
Page 1005 

Of the customers who purchased from a so-called bootlegger, seven 
times as many were dissatisfied with their cars and service, as were 
those customers who bought the vehicle and had it serviced through 
a franchised dealer. 

Senator Monroney questioned whether the speech by Attorney 
General McGrath is “necessarily controlling” in restricting the fac- 
tories from attempting to direct the placement of their cars into 
channels which will assure fulfillment of servicing agreements, war- 
ranties, proper breaking in, ete. 


Page 1006 


The Ford Motor Co. claims to have always favored doing business 
through the authorized dealer channel. It strives to prevent havin 
its product sold on used-car lots. To this end the company woul 
show overstocked dealers how to sell, transfer cars to understocked 
dealers, or reduce dealer orders already placed. 


Page 1007 


The present Ford policy is to limit the number of dealerships a 
chain operator can own. Exceptions, subject to approval by Mr. Cru- 
soe, permit Hull-Dobbs and several other chains to have “in excess 
at the moment.” The company has no policy which discriminates 
against a relative of a company official provided he is qualified to 
undertake a dealership. 


Page 1008 


The company favors having its products sold by individual dealers 
who own and operate their dealership in each town. When the com- 
pany decides that a one-point dealer town is not sufficient to penetrate 
the market, it may authorize a competing dealership, “but the dealer 
who is presently there is * * * practically always consulted.” Natu- 
rally in many cases he may object, “but for the benefit of our busi- 
ness we have to go ahead with it whether they like it or not.” Occa- 
sionally, in the case of a newly established dealer, “his quarters might 
be inferior until he had opportunity to move to a better location.” 
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Page 1009 


In rural communities, the company may encourage competing deal- 
erships in trading zones 20 to 30 miles apart. The association of 
automobiles with farm implements in farm communities, may not be 
quite so nickel-plated as other businesses, but it is not undignified. 
“The smalltown dealer feels that he cannot compete with the big- 
city dealer even though he does have modest circumstances, because 
he feels he doesn’t have the volume that would permit him to do it.” 


Page 1010 


Competition between dealers in the small towns and those in the 
cities, together with the prospects of a rapidly growing market, form 
the company’s main problem, forcing it to consider how best to antici- 
pate the expanding market with new dealerships. 

Mr. Ford reported that officials of the tractor and implement divi- 
sion are worried because many Ford dealers who are franchised to 
sell tractors, are making too few tractor and implement sales in 
comparison with their automobile sales. 

Responding to a question by Senator Thurmond, Mr. Ford said 
the company would not cancel the franchise of a dealer because he 
failed to sell a certain number of cars, if he could show in good faith 
that he was doing his best to sell a reasonable number of automobiles. 


Testimony of Lewis D. Crusoe 
Page 1011 

What is erroneously called phantom freight came into being 
when Henry Ford established a branch automobile assembly plant 
in Kansas City in 1909. He did so in the belief that such a system 
is the most efficient way to produce and assemble automobiles. He 
saw this as a means to adjust production plans to local market con- 
ditions, minimize shipping damages, encourage local participation 
and acceptance, avoid wastes characteristic of overcentralized opera- 
tions, bring jobs to workers, and insure prompt service to dealers. 
Freight-cost savings, resulting from this innovation, were not avail- 
able until the volume of shipment from the branch assembly plants 
was sufficiently high to justify rate reductions by the railroads. 

When Ford committed itself to the branch-plant assembly system, 
it was necessary to invest heavily in building many relatively small 
plants, and to design tools and plan assembly methods to minimize 
the need for large numbers of skilled workers. 

Continued cost saving associated with branch assembly automobiles 
were aided by extensive improvements in the loading, shipping, and 
unloading of the component parts. These encouraged the emergence 
of haul-away carriers, whose ability to drop off cars in small quanti- 
ties at individual dealerships, without prohibitive costs, was an impor- 
tant advantage in competing with the railroads. 


Page 1013 


Ford Motor Co. for many years included in its aggregate price, 
compensation for distribution based largely upon the railroad rate 
for performing a similar service. The company’s financial plan did 
not segregate revenues and costs of distribution from the other reve- 
nues and costs of the business. The savings attained by the branch- 
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plant system thus permitted the company to offer its products at lower 
agyregate prices. 

Disruption to the branch assembly plants and to the authorized 
dealer system which followed wide acceptance of tow-bar and drive- 
away transportation forced the company in October 1954 to substan- 
tially reduce the distribution price of a Ford car to the west coast, 
as well as to intermediate points. The price differentials between 
two points in the country meet the competition offered by the casual 
methods of transportation, and are believed by the company to be fair 
and equitable to all concerned. 


Page 1014 
Mr. Crusoe denies the existence of phantom freight in the amount 
of $40 per car, and submitted figures to show that an analysis calcu- 
lated after the manner used by a previous witness would show a com- 
any loss of $7.54, rather than a “so-called phantom freight figure of 
68.77 per vehicle.” The calculation omits the cost of delivering cars 
from assembly plants to dealers. On the basis of present prices, he 
estimated that “the company will pay over $15 million more this year 
in freight costs than it will receive for its distribution services.” 


Page 1015 

Representative Hinshaw’s bill which allows only actual inbound 
freight plus outbound freight costs to be charged, would create local 
monopolies at each assembly point. Since no fixed sourcing pattern 
can be maintained, even for a week, cars from one iauentity point 
would cost more than those from another. The same car at the same 
city would have different prices depending on the assembly plant 
whence it came. 


Pages 1016, 1017 

The bill would adversely affect automotive producers with few or 
no branch assembly plants. Ford met the “irregular” transportation 
problem on October 21, 1954, by reducing the west coast freight dif- 
ferential by $101 on each Ford car. 


Page 1018 

Ford’s new zone system replacing what Senator Monroney termed 
“Detroit plus,” reduced prices by as much as $150 per car in areas 
west of the Dakotas, Kansas, Oklahoma, and most of Texas, but raised 
prices by $18 per car at points up to about 900 miles from Detroit. 


Page 1019 

“Detroit plus” started when all finished cars went by rail. 
Page 1020 

New methods, developed to increase the efficiency of the branch 
assembly plant system of production, include palletizing and perma- 
nently equipped cars. The pricing structure used by Ford no longer 
is geared to the railrate system either for built-up, knocked-down, or 
automobiles in any other form. 
Page 1021 


Chrysler was unsuccessful in its efforts to reduce long-haul rates. 
Calculations reported by Senator Monroney indicate that the new 
system initated by Ford saves Oklahomans $5 million a year, and if 
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spread over the general distribution pattern it saves the United States 
$250 million. 


Page 1022 


Senator Potter pointed out that similar basing-point systems exist 
for citrus fruit, copper, etc. 


Page 1023 


Mr. Crusoe disapproved of the Hinshaw bill as capable of “putting 
a tremendous number of dealers out of business.” 


Page 1024 


Mr. Yntema (director and vice president, finance), stated that legis- 
lation prohibiting phantom freight and freight absorption might put 
thousands of dealers out of business and work hardships for the 
smaller manufacturers. 


Page 1025 

Mr. Secrest (price and volume analysis department), testified that 
total distribution charge revenues in 1955 exceeded by $10 million 
total imbound and outbound freight costs; in 1954 the comparable 
figure was about $50 to $60 million. Nonfreight costs, e. g., produc- 
tion line, inventory, dunnage, and loading charges are not included. 


Pages 1026, 1027 


Each of the 300 marketing areas in the national market have unique 
characteristics, income levels, weather, etc., all of which require in- 
dividual appraisal, resulting in a network of production facilities and 
sales activites. Bootlegging destroys the balance and validity of 
national planning and local dealer investment. 


Page 1028 


With the return of a buyer’s market, coupled with a change in the 
tax-depreciation policies of the Internal Revenue Service and a sub- 
stantial decline in car-leasing, leasing companies discovered that they 
could sell the cars they bought at low fleet-owner prices from author- 
ized dealers to used-car dealers at a profit. Car-leasing companies 
and fleet owners became car brokers. 

Page 1029 

During 1954-55 about 2 percent of the total number of new Fords 
were bootlegged; 50 percent of them were originally sold by dealers 
to fictitious fleet owners and leasing companies, 11.2 percent to bona 
fide owner and leasing companies, 10.8 percent to used-car dealers, 
and the remainder to individuals or to other companies. 


Page 1030 
Up to December 1955 the stocks of Ford car dealers were far below 


normal working levels. They varied from 11 to 20 days’ supply, as 
compared with a normal industry average of 30 days. 
Page 1031 
Senator Monroney stated that the committee questionnaire asking 
for causes of new car bootlegging listed overproduction first (13,581), 
sae from factory to deliver more cars than needed second (10,992 
ealers). 
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Page 1032 

Ford has no stimulator dealers nor are bootlegged cars necessarily 
distress merchandise. A research organization, Market Facts, Inc., 
found that cost of purchasing from used-car operators in Houston 
was $156 higher than the cost of purchasing a 1955 Ford from an 
authorized dealer; in Denver it was $146 ie and in Wichita 
$210 higher. In Charlotte there was a $39 difference in favor of the 
used-car operator. 
Page 1033 

In Wichita a $21 saving was found in favor of the authorized Ford 
dealer. Seven times as many purchasers from used-car lots were 
dissatisfied with their purchases, as were those who purchased from 
franchised dealers. The latter give a warranty, which Ford reim- 
burses 100 percent for labor and cost plus 10 percent for parts. 

Ford makes no discount to its dealers for fleet sales and all govern- 
ment deals except those to the Federal Government (1,060) go through 
the dealers. 


Page 1034 


A few Ford cars were reported to have been sold for public use at 
prices as low as $1,000 in California and Pennsylvania. These prices 
included no amount for Federal excise tax. Cars sold to lease pur- 
chasers carry the same price as cars sold to the rest of the public. 


Page 1036 

For years the Chicago and Detroit areas have been short of produc- 
tion capacity. This has caused Ford to backhaul into these areas from 
other plants, at a cost of approximately $50 per car. 
Page 1036 


The gist of Mr. Ratner’s testimony was that as a dealer in Ford 
products in Chicago, Ill., for 20 years, he had recently sold around 500 
units per year. In 1954 he was given a market potential of 1,025 new 
cars and 225 new trucks, after which his franchise was terminated 
because he refused to attempt to sell such a large volume of new units. 
Page 1037 

Ratner balked at the new market potential but he only had 9 sales- 
men where the average Chicago Ford dealer had 13. He had been 
selling about 475 new cars and 40 new trucks a year. New unit sales 
per month for Ratner’s salesmen were about 4.5 as against 9 to 12 for 
other Ford dealers. 

Page 1038 


The 1,025 market potential was based on population, families, car 
registrations, and income levels in Ratner’s area. In 1954; Ratner 
sold only 478 units and lost $3,188.78. On January 5, 1955, Ford gave 
notice to terminate Ratner’s sales agreement. 

Page 1039 


In May 1955 Ratner sold out to the Rudy Fick chain. Ratner was 
credited with having represented to Fick that any good operator could 
sel] 100 units a month from Ratner’s location. 
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Pages 1040, 1041 

Mr. Ratner realized about $430,000 from the transfer of his dealer- 
ship, $50,000 in cash by sale to Fick of parts, fixtures, etc., $120,000 in 
liquidation of cars etc.; and a lease arrangement of his real estate at 
$1,900 per month. The North Grand Motors Co., which succeeded 
Ratner, sold 1,122 new units in 714 months in 1955 and made a profit of 
$93,000. It had 73 where Ratner had 34 employees. 


Page 1042 

Messrs. Kawell and Walker in 1942 were fired by Ratner and in 
1943 obtained a Ford sales agreement. 
Page 1043 

Nine meetings were held with Ratner discussing the termination. 


They began with E. C. Dennis, assistant district sales manager and 
went up the ladder to Roberts (regional) and McNamara in Detroit. 


Page 1044 

End-of-year rebate plan to dealers is independent of volume, but 
varies from $7.50 reduction in price per car for those in outlying terri- 
tories, to $12.50 in medium-sized cities, to $17.50 in metropolitan 
centers. 


Page 1045 

Ford penetration of market declined from 30.2 percent in 1954 to 
28.5 percent in 1955. 
Page 1046 

In 1954 Ford dealers made 11.27 percent profit on net worth, turned 
over their inventory 12.2 times, wrt made 1.43 percent net profit after 
taxes on sales. In 1955 the figures were 16.28, 12.8, and 1.73, respec- 
tively. 
Page 1047 

The NADA figure for dealers’ profits after taxes is 0.6 percent on 
sales. Ford figures show Ford dealers’ profits for 1955 were 1.73 
percent of sales after estimated taxes; as against company’s 17.3 per- 
cent on sales before taxes (about 8 percent after taxes). The Ford 
Co.’s profit percent on net worth after taxes was 14.7 in 1954 as against 
the dealers’ estimated 11.2. 


Page 1048 

The average dealer sells his paper to finance companies and floor- 
plans his cars, thus minimizing his capital investment, suggests Sena- 
tor Monroney. 
Pages 1049, 1050 

The Ford Co. is against “gimmick” advertising and “blitz” sales. 
Volume brings down costs and prices. 
Page 1051 


Zone and sales manager level activity on the firing line may not be 
reported in full to the high command in Detroit, Senator Mpaxtney 
contends. 





DIGEST OF TESTIMONY 121 


Page 1052 


Mr. Ford answered six committee questions as follows: 

1. It is the policy of Ford Motor Co. that no Ford officer or zone or 
district sales employee, shall own any legal or beneficial interest in any 
independent corporation supplying Ford dealers with goods of any 
kind, and to discourage ownership of legal or beneficial interest in 
such suppliers, by members of the immediate families of such officers 
and employees. 

2. Same applies to supplies of services. 

3. It is the corporations’ policy to insist that the dealer acquire his 
place of business, facilities and equipment with his own funds. The 
Ford dealer-development plan may furnish him up to 80 percent of 
required capital. Borrowing dealers, presently 67 in number, may 
buy out the corporation’s interest. The corporation has no legal or 
beneficial interest in any automobile finance or credit company, and 
provides no wholesale or retail financing for Ford dealers. 


Page 1053 


4. No officer, etc., is supposed to have under the policies of the com- 
pany, any interest in a dealership. With permission, however, mem- 
bers of his family may have such interests. 

5. No gifts or gratuities under the policy of Ford Motor Co. shall 
be made to district or zone sales employees by franchised dealers. 
Page 1054 

6. Ford policy is neither for nor against their officers, as private 
citizens, soliciting Ford dealers for political campaign contributions. 

The future policy is that, as private citizens, officers of the corpora- 
tion may accept the obligation to go out and raise funds. The corpora- 
tion has no plans as to who shall be solicited. 

7. To use for speculation purposes, nonpublic information acquired 
in the capacity of director or officer, of the corporation, is contrary to 
Ford’s policy. 

(Further answers to the subcommittee’s interrogatory concerning 
political activities and names of dealers who are members of the im- 


mediate families of factory executives are found in the appendix, 
p. 1091 ff.) 


Page 1055 

Mr. Ford stated his opposition to all legislation suggested by the 
committee on the ground that it would cause serious dislocations. He 
questioned if any of it would work to the benefit of the enfranchised 
dealer or the company. 

After commenting on the nature of the testimony referring to the 
Ford Motor Co., including the sworn statements of four witnesses, 
Mr. Gossett, general counsel for the company, observed that without 
opportunity to hear their testimony the company was at a disadvan- 
tage. The case of Mr. Ratner, which company witnesses. answered 
in detail, was referred to with the observation that “the story looks 
a little different when our side is heard.” Request was made for per- 
mission to file with the committee statements with respect to the other 
three sworn witnesses (appendix, pp. 1082-1085; Messrs. Roy H. An- 
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derson, Loren C. Maxwell, and J. A. Hinote). Mr. Gossett “would 
like to be face to face with the witnesses” who told the committee they 
were forced to take cars from Ford Motor Co, “They know,” said 
Mr. Gossett, “that the cars were short up to about 90 days ago, and 
we know that any dealer who didn’t want to take cars could have 
said so to us and those cars could have been passed to other dealers 
who were short.” 


Page 1056 

Mr. Gossett regrets the impression created in the record that strife 
exists between the factories and the dealer. To answer the insinua- 
tions, innuendoes, and triple hearsay, he said, is difficult, if not im- 

ossible. “We can answer those witnesses who appear and we have,” 
1e said, “and I think you will be satisfied when you see the state- 
ments with respect to the other three witnesses that the story is quite 
different.” At this point Senator Monroney referred to the diflicul- 
ties of getting existing “live” dealers to come forward and tell their 
stories, and said that the committee and its staff had gone to consid- 
erable inconvenience to verify them. 


Page 1057 

To a suggestion by Senator Payne, concurred in by Senator Mon- 
roney, that information in the questionnaire answers, indicating 
whether or not the replies were made under pressure, be collated by 
regions and made available to the companies, Mr. Ford replied, “It 


would be very helpful.” 


Page 1058 

Mr. Gossett reminded the committee that for the company to free 
dealers from the “apron strings of Detroit,” and at the same time to 
stop them from bootlegging and from using unethical practices is 
complex, and will require “considerable time and study to do a fair 
job for ourselves and for our dealers. We cannot announce any pro- 
grams here without having spoken to our dealers about it. I hope 
that you realize that.” 
Pages 1059, 1060 

During a conversation leading to conclusion of the hearings, Sena- 
tor Monroney recalled Mr. Ford’s earlier observation that the Ford 
Motor Co.’s “most valuable single asset is experienced, hard-working, 
loyal, and extremely patient dealer organizations.” 


APPENDIX TO FORD MOTOR CO. TESTIMONY 


Pages 1061-1063 

Echibit No. 1—Letters to Ford dealers, Dallas district, from Ford 
division of Ford Motor Co., and Ford Dealers Advertising Fund, Inc., 
each of February 14, 1956. 
Page 1064 

Exhibit No. 2.—Hull-Dobbs ad, Winston-Salem Sentinel, November 
11, 1955. 
Page 1065 

Exhibit No. 3—Hull-Dobbs ad, Knoxville, Tenn. 
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Pages 1066-1078 

Exhibit No. 4.—Ford Merchandising Bulletin, September 10, 1953. 
Page 1079 

Exhibit No. 5—Ford Motor Co. letter to all Ford and Lincoln- 
Mercury dealers, February 24, 1954. 
Pages 1079. 1080 

Exhibit No. 6—Exhibit I. Legislative remedies for bootlegging. 
Page 1081 

Exhibit No.7 —Exhibit III. December 16, 1953. 
Page 1081 

Exhibit No.8. 
Page 1082 

Exhibit No. 9—Roy H. Anderson—Ford Motor Co. statement. 
Page 1082, 1083 

Exhibit No. 10—Loren C. Maxwell—Ford Motor Co. statement. 
Pages 1083-1085 

Exhibit No. 11. 
Pages 1085-1090 

Exhibit No. 12.—Letter, Ford Motor Co. to David Busby, Fsq., 
March 23, 1956. Attachments include memos on meetings with Mil- 
ton Ratner, March 20, 1954, through March 23, 1955. 
Pages 1091-1094 

Exhibit No. 13.—Ford Motor Co. to Hon. A. S. Monroney, April 10, 
1956, transmitting answers of Ford Motor Co. to interrogatories 7 
through 15 of the Subcommittee on Automobile Marketing Prac- 
ties *.7 3 
Pages 1094-1115 

Exhibit No. 14.—Report on pilot study of bootlegging , July 
1955. Consumer Research, Ford Division of Ford Motor Co. 





Exhibit 1V. December 9, 1955. 





J. A. Hinote—Ford Motor Co. statement. 





SUBCOMMITTEE EXHIBITS 
Pages 1117-1157 
Subcommittee exhibit No. 1—The Automobile Marketing Practices 
Study [Committee Print], January 19, 1956. 
Subcommittee Exhibit No. 2—Additional automobile dealers’ ques- 
tionnaire results: 
Pages 1158-1160 
Cadillac. 
Pages 1160-1163 
Buick. 
Pages 1164-1166 
Chevrolet. 
Pages 1167-1169 
Oldsmobile. 
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Pages 1170-1172 
Pontiac. 

Pages 1173-1175 
Ford. 

Pages 1176-1178 
Lincoin-Mercury. 

Pages 1179-1181 
Chrysler-Plymouth. 

Pages 1182-1184 
Dodge-Plymouth. 

Pages 1185-1187 
DeSoto-Plymouth. 

Pages 1188-1190 
Nash. 

Pages 1191-1193 
Hudson. 

Pages 1205-1225 
Subcommittee Exhibit No. 3—Compilation of automobile legisla- 

tion before 84th Congress. 

Pages 1194-1196 
Studebaker. 

Pages 1197-1199 
Packard. 

Pages 1200-1202 
Kaiser- Willys. 

Pages 1203-1205 
Foreign and other. 





APPENDIX TO DIGEST 


The following bill and report were submitted by the subcommittee 
to the full Committee on Interstate and Foreign Commerce and by 
the latter to the United States Senate. 


[S. 3946, 84th Cong., 2d sess.] 
[Omit the part struck through and insert the part printed in italic] 


A BILL Toamend the Federal Trade Commission Act with respect to certain unfair methods of competition 
and certain unfair practices in the distribution of new motor vehicles in interstate commerce 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That sections 17 and 18 of the Federal Trade 
Commission Act, as amended (15 U. 8. C. 57, 58), are renumbered as sections 18 
and 19, respectively, and such Act is further amended by inserting after section 
16 thereof the following section: 

“Src. 17. (a) For the purposes of section 5 it shall be deemed an unfair method 
of competition and an unfair act or practice in commerce— 

(1) for any manufacturer of motor vehicles to induce by means of coercion, 
intimidation, or discrimination any of its dealers to order or accept for de- 
livery any product of any kind; 

Stade fee tr thettter host be be set ttre Ehite te totheer tester at stedt 
HH eee eae tote sehicle fer peste te on Hew tHoter sehiele Ht este 
pret ttdete aedtd: etdter thesrbere ert ctied: teetettfH etree atitierttt Hts etbepe eee Hel 
HEHEHE tH PATHE fe feptttebse sel: Hieter sehiele et the pre) 
ptt tretetee: tHted feb Heth teettiterettted te cette ber Reprtttehittee stele Beet 
seettete tt tte petee ttielee oe potttte aetopted dee sitel: Hettfeetiteee ated ts 
eoptthe bate: te ttl lettlete cated Gettetedtt atthe thie Hrs Hesete Re et tte 
HHH he HH eT 

‘(2) for any dealer knowingly to sell any new motor vehicle produced by any 
such manufacturer to any person other than another dealer of such manufacturer, 
for resale by such person as a new motor vehicle in competition with other dealers 
of such manufacturer, without first affording such manufacturer an opportunity 
to repurchase such motor vehicle within a reasonable time after its receipt by 
such dealer for a sum equal to the actual price paid by such dealer for such motor 
vehicle (including the cost of delivery thereof to the place of business of such 
dealer), if such manufacturer has placed in effect a plan providing for such re- 
purchase; 

(3) for anv manufacturer of motor vehicles to hold out or require that 
warranties will be fulfilled and services rendered by all of its dealers, without 
effectuating a reasonable system of compensating all of its dealers, for Petree 
oe the personnel and freilities reqtired to fulfil sueh werrenties and 

vender steh serviees fulfilling such warranties and rendering such services; 

‘“‘(4) for any manufacturer of motor vehicles, without the consent of the 
dealer concerned, to cancel the privilege or right of any of its dealers to sell 
the products of such manufacturer, unless— 

‘(A) the contract, agreement, or arrangement governing the dealer- 
ship contains mutually agreed upon standards by reference to which the 
duties and obligations of the dealer under such contract, agreement, or 
arrangement may be determined; and 

‘‘(B) the dealer has failed to perform in a reasonable manner one or 
more of such duties and obligations. 

‘(5) for any manufacturer of motor vehicles to cancel, terminate, or fail 
to renew the privilege or right of any dealer to sell the products of such manu- 
facturer without agreeing te effeetuate an effectuating a reasonable system to 
assist in the equitable liquidation of the assets reasonably attendant to the opera- 
tton of the dealership. 
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*(b) For the purposes of this section— 

“(1) The term ‘manufacturer of motor vehicles’ includes any corporation 
which acts for such a manufacturer in connection with the distribution of new 
motor vehicles in commerce. 

(2) The term ‘motor vehicle’ is limited to a passenger car, station wagon, bus, 
or truck. 

{25 (3) The term ‘dealer’ means a franchised retail seller of motor vehicles.”’ 

Suc. 2. This Act shall take effect on November 1, 1956. 


{S. Rept. No. 2791, 84th Cong., 2d sess.] 
THE AUTOMOBILE MARKETING “F'AIR PLAY” BILL 


The Committee on Interstate and Foreign Commerce to whom was referred the 
bill (S. 3946) to amend the Federal Trade Commission Act with respect to 
certain unfair methods of competition and certain unfair practices in the distri- 
bution of new motor vehicles in interstate commerce, having considered the same, 
report favorably thereon with amendments, and recommend that the bill, as 
amended, do pass. 

This bill was introduced by Senator Monroney (for himself, Senators Payne, 
Ervin, O’Mahoney, Duff, Daniel, Smathers, Bible, and Pastore). 

Concerning the bill, the Subcommittee on Automobile Marketing Practices has 
heard witnesses representing the automobile dealers, automobile manufacturers, 
Members of Congress, the Federal Trade Commission, the Department of Jus- 
tice, and others. The automobile dealers’ representatives were in favor of the 
bill. The automobile manufacturers were opposed. The Department of Justice 
and the Federal Trade Commission generally favored its objectives, but ob- 
jected to certain provisions. The bill has been modified to meet most, but not 
all, of the objections raised. 


GENERAL PURPOSES OF THE BILL 


The automobile industry is the No. 1 industry of the Nation and of the world 
and is roughly divided—half and half, in terms of investment and employment— 
between automobile manufacturers and automobile dealers. This industry ac- 
counted for nearly 15 percent of all retail sales in 1954. Its health, vigor, and 
continued prosperty are essential to the health of the Nation’s economy. For 
the past 3 years the small-business half of this industry has found itself in 
extreme difficulties because of certain disruptive practices that have crept into 
the market place. S. 3946 is designed to eliminate these practices and set up 
a minimum set of “ground rules” in automobile marketing. 

In general the bill provides that certain practices by automobile manufac- 
turers and automobile dealers are “unfair methods of competition’ and “unfair 
acts or practices in commerce” and places these practices under the scrutiny of 
the Federal Trade Commission. 

The “unfair trade practices” specified are: 

(1) the forcing of unwanted automobiles or other products on automobile 
dealers ; 

(2) the “bootlegging” of automobiles by dealers without first affording 
the manufacturer an opportunity to repurchase, if the manufacturer sets up a 
plan to repurchase such automobiles; 

(3) the requiring of dealers by manufacturers to perform warranty and 
other services without effectuating a reasonable system of compensation for 
such performance; 

(4) the cancellation of dealers’ francises unless these form franchises 
contain specific standards by reference to which the dealer’s performance can 
be judged and unless the dealer fails reasonably to meet these standards. 
In other words, it requires the franchise to be specific as to the duties of the 
dealer, and imposes a standard of “reasonableness,” not upon the terms of 
the franchise itself, but upon the dealers’ compliance with those terms. 

(5) the termination or failure to renew a dealer’s franchise without 
effectuating a “reasonable system’ to assist in the fair liquidation of the 
assets of the dealership. 
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BRIEF HISTORY OF BILL 


This bill is the result of the most extensive study of the automobile industry 
ever conducted by Congress. The study was commenced in March 1955. The 
subcommittee staff made a comprehensive background survey from that date 
until January 1956 at which time hearings commenced. During this back- 
ground survey, the subcommittee members and the staff interviewed hundreds 
of automobile dealers, representatives of automobile manufacturers, and other 
interested groups, compiled data from previous studies by the Federal Trade 
Commission and the Department of Justice and sent a questionnaire to the 
approximately 40,000 enfranchised automobile dealers of America. Nearly 
20,000 of the dealers polled replied, and they favored Federal study or legisla- 
tion with regard to their problems by a margin of 7 to 1. The result of this 
questionnaire, broken down by States, is available in the subcommittee’s January 
19 report. 

Subcommittee hearings began January 19, 1956. All segments of the indus- 
try and witnesses from consumer groups and the public were heard. 8. 3946 
was introduced May 28, 1956, and again witnesses were heard. Modifications 
were considered and some were adopted. Hearings closed June 21, 1956. 

Objections by the Federal Trade Commission, the Department of Justice, and 
the Department of Commerce to the bill as originally introduced are included 
as an appendix to this report. It should be noted that many of their objections 
have been met. One of the primary objections was directed toward the require- 
ment that manufacturers effectuate a reasonable plan for the repurchase of 
dealers’ excess stocks of car. The bill has been modified to make the effectuation 
of such a plan optional with the manufacturer. 

During the course of the study, numerous reforms were voluntarily made by 
automobile manufacturers in their relations with dealers. The provisions of 
this bill closely parallel these reforms. It consolidates the recent gains made 
in factory-dealer relations without requiring any major revisions of present 
marketing patterns. It would require all manufacturers and dealers to largely 
observe minimum “ground rules” and thus prevent the return to destructive 
and abusive practices for competitive advantage. 


NEED FOR THE BILL 


The need for this legislation arises from the following central fact: there 
are 5 manufacturers of automobiles, 3 of whom have captured 95 percent of 
the market, there are approximately 42,000 independently owned, independently 
financed automobile dealers who own single-purpose, single-supplier dealerships 
which can be sold only to buyers approved by the manufacturers. As a conse- 
quence, there exists a tremendous disparity of bargaining power. This disparity 
of bargaining power has given rise to the coercion, intimidation, and other 
unfair practices which every study of the industry made in the last 18 years 
has disclosed. Also, the public has been victimized by sharp practices resulting 
from the deterioration of the factory-dealer relationship. 

Because of their great economic power, the manufacturers (2 of whom make 
over 80 percent of the cars sold each year and largely set the marketing patterns 
for the industry) have been able to impose upon their dealers a one-sided legal 
relationship which is set forth in their form “franchise.” The fact that a single 
form agreement, prepared by the manufacturer, can be imposed on thousands 
of retailers whose problems and business conditions differ greatly is in itself 
an indication of the disparity of bargaining power that exists. 

This franchise, in effect, gives the benefits of an agency relationship to the 
manufacturer without requiring him to assume the burdens, liabilities, or the 
legal responsibilities of principal to agent. He secures the performance of an 
agent, benefits from control over the dealer’s business to an unusual degree, and 
does all this without the risk of any of his own capital. 

Under the franchise system, the manufacturer secures the right to control 
nearly every aspect of the dealer’s business, including, in most instances, the 
amount of money the dealer is to invest in it, the amount that may be taken out, 
the accounting system, the location and layout of showrooms and shops, the 
selling methods to be used, and the personnel to be employed. 
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The dealer, on the other hand, takes the business risk involved both in capi- 
tal investment, which averages more than $100,000 per dealer, and in the inven- 
tory of cars which are paid for almost immediately after they are manufac- 
tured. The dealer also, in many cases, assumes the major risk of remaining 
responsible for the long-term installment payments endorsed by him in con- 
nection with his sales. 

Before recent reforms, these franchises were cancelable upon 90 days’ notice, 
for any reason sufficient to the manufacturer. Most still contain such provisions. 
In any event, the dealer cannot sell his dealership as an enfranchised entity ex- 
cept to a purchaser approved by the manufacturer. Since his capital assets are 
largely valueless except to the person who succeeds to the franchise, the dealer 
finds himself at the mercy of the manufacturer even after termination. 

Thus, the franchise system limits the dealer’s ability to go into or out of the 
business on a free-market basis, and it saddles him with the business risk of 
the capital assets and inventory required by the manufacturer. Added to 
these burdens is the subtle but ever-present possibility of cancellation. Conse- 
quently, he is extremely sensitive to factory pressures and direction. 

The manufacturer can therefore orient, standardize, regiment, and control the 
dealer’s business operation—without regard to the public interest, to local con- 
ditions, or the dealer’s independent appraisal of his own business interests. The 
system under which the dealer operates more closely resembles that of employer- 
employee than that of a manufacturer to an independent retailer with thousands 
of dollars invested in his own business. 

Although the interests of the public, the dealer, and the manufacturer are 
generally the same, when conflicts do arise, the larger manufacturers are able to 
dominate their outcome. For example, because the manufacturer receives ap- 
proximately the same amount for each unit produced during any model year, 
his profits depend primarily on the number of units which he can produce and 
deliver to dealers. Dealers’ profits per car decrease if the manufacturer pro- 
duces more than the market demands. When the manufacturer produces more 
cars than the market demands and forces them upon his dealers, he benefits at 
the dealer’s expense. Asa result, the burden of the manufacturer’s overproduc- 
tion is borne by the dealers, who have little voice in making the decision to pro- 
duce and who are least able to shoulder that burden. 

The manufacturer who does not possess the bargaining power—or the de- 
sire—to force more cars upon his dealers than they want is placed at a com- 
petitive disadvantage in the market place. A premium is therefore placed on 
abusive and destructive marketing practices. This sparks the disruptive race 
between major manufacturers for “first place’—month by month—in sales volume 
regardless of the economic interests of the dealers and, in some cases, regardless 
of whether the car is in proper condition to be driven over the roads at high 
speeds by the public. 

The bill seeks to establish a minimum set of “ground rules’ ’to consolidate 
the recent gains made in factory-dealer relations and to prevent the reversion to 
these abuses in the future by companies seeking competitive advantage. Dealer- 
consumer relations will improve correspondingly. 

It in no way interferes with the day-to-day operations of factory-dealer 
relationships. It is contemplated that, with regard to the provisions of the bill 
affecting their form franchises, manufacturers will merely submit these form 
franchises to the Federal Trade Commission for review under established trade 
practice conference procedures prior to the submission of these contracts to the 
dealers. Dealers can, of course, seek injunctive relief from the abuses specified 
by applying to the Federal Trade Commission. 


PARAGRAPH ANALYSIS OF 8. 3946 


Paragraph (1): In effect, this paragraph makes it an unfair trade practice 
for a manufacturer of motor vehicles to use his superior bargaining power to sell 
products to his customers (i. e., dealers) by means of coercion, intimidation, or 
discrimination. It does not, in any way, affect the right of a manufacturer to 
sell products to his dealers by legitimate methods. The question of when “good, 
hard, competitive selling’ stops, and coercion, intimidation, or discrimination 
begins is, of course, a question of fact. These words are used in their ordinary 
sense. The burden of proof would rest with the dealer or with the Federal Trade 
Commission in any action under this paragraph. 

It should be noted that the words “any product of any kind” are used. This 
includes products manufactured by concerns other than automobile manu- 
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facturers but which dealers have been forced by their factory or its representa- 
tives to purchase. 

This provision in no way limits any present authority which the Federal Trade 
Commission may have in preventing coercion, intimidation, or discrimination in 
the automobile or any other industry. Nor does it affect the right of the manu- 
facturer to protect the “good will” of his product. 

Enforcement of this paragraph could be brought about by regular Federal 
Trade Commission procedures. Generally these includes “cease and desist” 
orders, reviewable by Federal courts, and contempt proceedings in the event of 
continued noncompliance. 

Paragraph (2): This provision is primarily directed at the practice of “boot- 
legging.” It recognizes the right of the manufacturer to require its dealerships 
to perform a retail (rather than a wholesale) function, if the manufacturer 
shoulders the responsibility of its own production decisions by offering to repur- 
chase, at delivered cost, dealers’ excess stocks of cars. It in no way restricts the 
right of a dealer to sell the car at any price. Only when the dealer assumes 
the role of wholesale distributor by knowingly selling to others whose purpose 
it is to resell these cars as new motor vehicles, in competition with other enfran- 
chised dealers of the same manufacturer, is this provision violated—and then, 
only if the manufacturer has set up a reasonable system for repurchasing these 
cars at the dealers’ delivered cost. In other words, before assuming the role of 
a wholesaler, the dealer must offer the cars to the factory, at the dealer’s deliv- 
ered cost, if, and only if, the factory has agreed in advance to repurchase at 
that price. 

Mr. Harlow H. Curtice, president of General Motors, in his testimony before 
the subcommittee urged legislation along these lines. He described it as “a pro- 
posed new clause which in effect required the dealers to offer cars back to us 
at dealers’ cost before disposing of them in bootleg channels.” He also said “such 
a clause would have the effect of minimizing possible overproduction and mal- 
distribution. The dealer would be careful to order only cars that he could ex- 
pect to sell at retail. The manufacturer’s representatives in the field, respon- 
sible for distribution, would avoid maldistribution in order not to be in the 
position of repurchasing or refusing to repurchase cars. The factory would 
schedule production carefully to avoid overproduction.” 

Furthermore, General Motors, more than a year ago agreed, on its part, to 
accept new cars back at dealer’s cost. This provision would require dealers to 
comply with such a plan, if it is offered, before entering their excess stocks in 
bootleg channels. If the dealer’s manufacturer offers no such plan, the para- 
graph is completely inoperative. In other words, its operation is completely 
optional from the standpoint of the manufacturer. 

It should be noted that the words “within a reasonable time after its receipt 
by such dealer” prevent undue delay by either the manufacturer or by the dealer. 
It is contemplated that provisions in the form franchises effectuating the “plan 
providing for such repurchase” could set specific time limits for its operation. 

Paragraph (3): This paragraph would require manufacturers to adequately 
compensate dealers for warranty and other services which the manufacturer 
holds out to the public or requires the dealer to perform for purchasers. It is 
designed to eliminate losses incurred by a nonselling dealer in discharging the 
warranty and service responsibility on an automobile sold by another dealer. 
Also it is aimed at eliminating losses incurred by dealers in their precondition- 
ing and other services required for the safety and welfare of the motoring 
public. Consequently, it insures to the public the ready availability of these 
services. 

No major displacements of the economic patterns of the industry would take 
place by virtue of this paragraph; nor does it in any way amend or modify 
any other existing antitrust law. As a matter of practice, all automobile manu- 
facturing companies claim that they have recently worked out such a system 
with 100 percent reimbursement for warranty service and fair compensation for 
other services. It contemplates that the “reasonable system” will be incorpo- 
rated in the manufacturers’ form franchises prior to submission to the dealers. 

However, because of the flexibility of this provision, it would be possible for 
a service fund to be set up against the sale of each car to be paid the servicing 
dealer. 

Paragraph (4), subparagraph (A): In effect this paragraph will require auto- 
mobile manufacturers to spell out in specific terms the provisions in the fran- 
chise, the breach of which constitutes grounds for canceling the franchise. It 
does not require any agency of Government to pass upon the fairness of the 
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provisions of the franchise. It is designed to let the dealer know specifically 
what his rights and duties are at the time he invests his money and commits his 
efforts to a long-range investment to provide adequate facilities for the opera- 
tion of a dealership. 

Under most present franchises the performance of the provisions by the 
dealer is judged only by the standard: “to the seller’s satisfaction,” which 
means, “to the satisfaction of the manufacturer.” In effect, this forecloses the 
right of the dealer to protest to the courts the cancellation of his franchise 
under the usual 90-day cancellation terms, Because of the dealer’s relatively 
large investment (average $118,000) in a one-purpose business, supplied by only 
one manufacturer, and because of his inability to sell his business to anyone 
not approved by the manufacturer, fear of cancellation represents one of the 
most effective economic levers by which manufacturers have been able to compel 
dealers to take steps against their own business interests and against the public 
interest. It is contemplated that, as a result of these provisions being made 
specific in compliance with this paragraph, the local courts could then have 
standards by which to judge the dealers’ performance. Also, of course, the 
dealer would have the right to appeal to the Federal Trade Commission for relief. 

No interference with the day-to-day factory-dealer relations would take place 
because of this provision. It is contemplated that prior to submission of the 
manufacturer’s form franchise to the dealer, the manufacturer could invoke 
Commission rules for trade practice conference procedure and submit the fran- 
chise to the Federal Trade Commission for determination of the question of 
whether its terms are sufficiently specific (not as to whether or not the terms 
are fair). 

Subparagraph (B): This paragraph allows the dealer some latitude in com- 
pliance with the myriad obligations contained in the franchise. This latitude 
is effected by the words “in a reasonable manner.” Consequently, if a dealer 
fell one car short of any sales quota imposed on him by the franchise in a 
given month, but in other months exceeded his quota, or generally kept up with 
it, he probably would not be subject to summary cancellation. This would be 
a question of fact to be determined by the Commission in each case, in the event 
the dealer elected to bring proceedings before the Commission, or by the court 
hearing any action upon the contract for breach thereof. 

Paragraph (5): This paragraph recognizes the economic interdependence 
between the manufacturer and the dealer after termination. This interdepend- 
ence has long been recognized in the trade. For example, the General Motors 
1954 franchise devotes more than 4 of its 20 pages to the rights and duties of 
the parties after termination. Furthermore, the subcommittee has had much 
testimony regarding the veto which the manufacturer has and uses over pro- 
spective purchasers, thus severely limiting the free market disposition of the 
dealership, both as to purchasers and, to a large extent, as to amounts to be paid 
by purchasers. 

The industry has recently taken forward steps along these very lines, especially 
regarding termination because of death. 

The words “fail to renew” are contained in this paragraph. It should be 
noted that there is no prohibition against the failure to renew. It imposes upon 
the manufacturer a recognition of his duties to provide for a “‘reasonable system” 
to help effect an equitable liquidation of dealer’s assets. These duties arise 
from the control which the manufacturer exercises over the capital investment 
in, and the disposition of, the dealership. 

Again, in this paragraph, it is contemplated that the manufacturer will 
insert in his form franchise ‘‘a reasonable system to assist in the equitable 
liquidation” of the dealership before the franchise is submitted to the dealer. 
It is contemplated that the Federal Trade Commission would interfere in in- 
dividual contract terminations only upon the filing of a complaint by the dealer 
charging violation of this paragraph. 

Also, it should be noted that the words “assets reasonably attendant to the 
operation of the dealership” are used. This is designed to limit the responsibility 
of the manufacturer to those assets which are either required by the manufac- 
turer or which are reasonably necessary for that dealer to do business at this 
location. It is not meant to include special embellishments or unnecessary 
appointments which the dealer may include in his assets. 
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It is contemplated that “a reasonable system to assist in the equitable liqui- 
dation of the assets” would not require the manufacturer to assist a dealer in the 
event the dealer, for example, through his own fault or culpability, brings about 
the insolvency of the dealership, impairs the good name of the product, or dam- 
ages its continuing consumer acceptance in the locality. It is certainly not con- 
templated that the dealer who acts in “bad faith” in his relations with his 
manufacturer would be entitled to be included among those to be assisted by 
such a “reasonable system.” O 





